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i

; Management's Report

|
The consoclidated financial statements of National Bank of Canada (the "ﬁank"] and the other financial information presented in the
Annual Report were prepared by Management, which is responsible for their integrity, including the material estimates and judgments
incorporated therein. The consolidated financial statements were prepared in accordance with Canadian generally accepted accounting
principles.

Management maintains the necessary accounting and control systems in discharging its responsibility and ensuring that the Bank's
assets are safeguarded. These controls include establishing standards for hiring and training personnel, defining and evaluating tasks
and functions, and implementing operating policies and procedures and budget controls.

The Board of Directors (the "Board”] is responsible for examining and apgroving the financial information which appears in the Annual
Report. Acting through the Audit and Risk Management Committee (the “Committee”), the Board also oversees the presentation of the
consolidated financial statements and ensures that accounting and control systems are maintained.

The Committee, composed of directors who are neither officers nor employees of the Bank, is responsible for evaluating internal control
procedures on an ongoing basis, examining the consolidated financial statements, and recommending them to the Board for approval.
The Committee oversees a team of internal auditors, which reports to it on a regular basis.

The control systems are further supported by the Bank's observance of the laws and regulations that apply to its operations. The
Superintendent of Financial Institutions Canada regularly examines the affairs of the Bank to ensure that the provisions of the Bank Act
with respect to the safety of the Bank's depositors and shareholders are being duly observed and that the Bank is in a sound financial
condition.

The independent auditors, Samson Bélair / Deloitte & Touche, s.e.n.c.rl., whose report follows, were appointed by the shareholders on
the recommendation of the Board. They were given full and unrestricted:access to the.Committee to discuss their audit and financial
reporting matters.

Réal Raymond ~ Michel Labonté
President and Seniof Vice-President
Chief Executive Officer Finance, Technology and Corporate Affairs

Montreal, December 2, 2004
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Auditors’ Report

To the Shareholders of National Bank of Canada

We have audited the Consolidated Balance Sheet of National Bank of Can

ada (the "Bank”) as at October 31, 2004 and the Consolidated

Statements of Income, Changes in Shareholders’ Equity and Cash Flows forj the year then ended. These consolidated financial statements

are the responsibility of the Bank's Management. Our responsibility is to &
based on our audit.:

xpress an opinion on these consolidated financial statements

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and

perform an audit to obtain reasonable assurance whether the consolida

ted financial statements are free of material misstatement.

An audit inctudes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements.

An audit also includes assessing the accounting principles used and signi
the overall consolidated financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in
October 31, 2004 and the results of its operations and its cash flows for
accepted accounting principles.

The consolidated financial statements as at October 31, 2003 and for the

Touche, s.e.n.c.rl, and PricewaterhouseCoopers LLP, who issued an un
their report dated November 28, 2003.

Samson Bélair / Deloitte & Touche, s.e.n.c.r.l.
Chartered Accountants

Montreal, December 2, 2004

ficant estimates made by Management, as well as evaluating

all material respects, the financial position of the Bank as at
the year then ended in accordance with Canadian generally

year then ended were audited by Samsaon Bélair / Deloitte &
qualified opinion on the consolidated financial statements in




NATIONAL BANK OF CANADA, 2052. ANNUAL REPORT
m Consolidated Financial Statements 7
Year ended October 31
{millions of dollars except per share amounts] ]
|
Note 2004 2003
Interest income and dividends ‘
Loans . 1,904 1,977
Securities 588 526
Deposits with financial institutions 113 131
2,605 2,634
Interest expense
Deposits 800 1,030
Subordinated debentures 99 105
Other 323 175
1,222 1,310
Net interest income 1,383 1,324
Other income
Financial market fees 633 544
Deposit and payment service charges 200 192
Trading revenues ‘ 198 335
Gains on investment account securities, net 91 1
Card service revenues 49 49
Lending fees 238 204
Acceptances, letters of credit and guarantee ‘ I 65 63
Securitization revenues : 180 204
Foreign exchange revenues 72 66
Trust services and mutual funds 244 210
Other 1 196 170
: 2,166 2,038
Total revenues : 3,549 3,362
Provision for credit losses ) 86 177
Operating expenses ‘
Salaries and staff benefits 1,359 1,287
Occupancy 200 192
Computers and equipment 334 312
Communications 77 80
Professional fees 118 112
Qther 304 274
2,392 2,257
Income before income taxes and non-controlling interest : 1,071 928
Income taxes 16 318 277
753 651
Non-controlling interest 28 27
Net income 725 624
Dividends on preferred shares 14 23 25
Net income available to commaon shareholders 702 599
Average number of common shares outstanding /thousands/ 17
Basic ' 170,918 177,751
Diluted 173,276 179,235
Net earnings per common share ‘ 17
Basic 410 3.37
Diluted ‘ : 4.05 3.34
Dividends per common share 14 1.42 1.08
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As at October 3i
{millions of dollars)

‘ Consolidated Balance Sheet

Note 2004 2003
ASSETS
Cash resources
Cash 481 222
Deposits with financial institutions 5,296 6,825
5,777 7,047
Securities
{nvestment account 4 7,428 6,998
Trading account 4 20,561 19.151
Loan substitutes 18 30
28,007 26,179
Securities purchased under reverse repurchase agreements 4,696 3,955
Loans S5and 6
Residential mortgage 15,500 13.976
Personal and credit card 7,825 6,101
Business and government 18,751 18,934
Allowance for credit losses (578) (630}
41,498 38,381
Other
Customers' liability under acceptances 3,076 3,334
Premises and equipment 7 267 263
Goodwill 8 662 660
Intangible assets 8 180 183
Other assets 9 4,844 4,929
9,029 9,369
88,807 84,931
LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits 10
Personal 23,675 23,512
Business and government 24,299 22,700
Deposit-taking institutions 5,458 5.251
53,432 51,463
Other
Acceptances 3,076 3,334
Obligations related to securities sold short 10,204 8,457
Securities sold under repurchase agreements 8,182 8,674
Other liabilities 11 7,931 6,992
29,393 27,457
Subordinated debentures 12 1,408 1516
Non-controlling interest 370 398
Shareholders’ equity
Preferred shares 14 375 375
Common shares 14 1,545 1.583
Contributed surplus 15 7 2
Unrealized foreign currency translation adjustments (10) 6
Retained earnings : 2,287 2,131
4,204 4,097
88,807 84,931

Réal Raymond-
President and Chief Executive Officer

Pierre Bourgie
Director
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Year ended October 31
{mitlions of dollars}

Consolid.':ated Statement of Changes in Shareholders’ Equity

Note 2004 2003
Preferred shares at beginning 375 300
Issuance of preferred shares, Series 15 - 200
Redemption of preferred shares, Series 12 for cancellation - (125)
Preferred shares at end 14 375 375
Common shares at beginning 1,583 1,639
Issuance of common shares 42 26
Repurchase of common shares for cancellation (80) (82)
Common shares at end 14 1,545 1,583
Contributed surplus at beginning 2 -
Stock option expense 5 2
Contributed surplus at end 15 7 2
Unrealized foreign currency translation adjustments at beginning 6 17
Losses on foreign exchange operations with a functional currency

other than the Canadian dollar, net of income taxes {16) {11)
Unrealized foreign currency translation adjustments at end (10} 6
Retained earnings at beginning 2,131 1,945
Net income 725 624
Dividends

Preferred shares 14 (23) (25)

Common shares 14 (243) {193]
Income taxes related to dividends on preferred shares,

Series 12, 13 and 15 16 (1)) -
Premium paid on common shares repurchased for cancellation 14 (302) [216)
Share issuance expenses, net of income taxes - (4)
Retained earnings at end 2,287 2,131

Shareholders’ equity 4,204 4,097
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Year ended October 31
[miltions of dotlars)

; Consolidated Statement of Cash Flows

2004 2003
Cash flows from operating activities
Net income 725 624
Adjustments for:
Provision for credit losses 86 177
Amortization of premises and equipment 52 49
Future income taxes 50 5
Translation adjustment on foreign currency subordinated debentures (29) (76)
Gains on sale of investment account securities, net (91) (1)
Gains on asset securitizations (67) {8¢)
Stock option expense 5 2
Change in interest payable 4 72
Change in interest and dividends receivable 320 (34)
Change in income taxes payable 160) 208
Change in unrealized losses (gains] and net amounts payable
on derivative contracts 10 (458)
Change in trading account securities (1,410) (5,972)
Excess of pension plan contributions over expenses ‘ ' (20} (255)
Change in other items 807 1034
282 (4,711)
Cash flows from financing activities
Change in deposits 1,969 (227}
Maturity of subordinated debentures (79 -
Issuance of common shares | 42 26
Issuance of preferred shares - 200
Repurchase of common shares for cancellation (382} (298]
Redemption of preferred shares for cancellation - (125)
Dividends paid on common shares (179) {235)
Dividends paid on preferred shares (23) (25)
Change in obligations related to securities sold short 1,747 2,915
Change in securities sold under repurchase agreements {492) 4,258
Change in other items (16) (16)
2,587 6,473
Cash flows from investing activities
Change in loans . (4,730) (1,528)
Proceeds from securitization of assets 1,527 1,729
Purchases of investment account securities (15,480) [21,342)
Sales of investment account securities 15,141 21,208
Change in securities purchased under reverse repurchase agreements (541} (1,589)
Net acquisitions of premises and equipment (56) (57)
{4,139} (15791
Increase {decreasel in cash and cash equivalents (1,270) 183
Cash and cash equivalents at beginning 7,047 6,864
Cash and cash equivalents at end 5,777 7,047
Cash and cash equivalents
Cash 481 222
Deposits with financial institutions 5,296 6,825
5,777 7.047

Supplementary information
Interest and dividends paid 1,420 1,498
Income taxes paid 460 127
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Year ended October 31
{millions of dollars}

1 %‘:ummary of Significant Accounting Policies

The consolidated financial statements of National Bank of Canada [the "Bank”) were prepared in accordance with Section 308(4) of the
Bank Act, which states that Canadian generally accepted accounting principles ("GAAP"] are to be applied unless otherwise specified by
the Superintendent of Financial Institutions Canada (the "Superintendent”}. These principles differ in some regards from United States
GAAP, as explained in Note 25.

The preparation of consolidated financial statements in conformity with Canadian GAAP requires Management to make estimates and
assumptions that affect the reported amounts of balance sheet assets and liabilities and disclosure of contingent assets and liabilities
as at the balance sheet date and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

The significant accounting policies used in preparing these consolidated financial statements are summarized below.

The consolidated financial statements of the Bank include the assets, liabilities and operating results of the Bank and all its subsidiaries,
after the elimination of intercompany transactions and balances.

Investments in companies over which the Bank exercises significant influence are accounted for using the equity method and are included
in “Other assets” in‘the Consolidated Balance Sheet. The Bank's share of income [losses) from these companies is included in “Interest
income and dividends” in the Consolidated Statement of Income.

Translation of foreign currencies

Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at month-end exchange rates at the date
of the consolidated financial statements. Operating revenues and expenses are translated using average monthly exchange rates. Realized
and unrealized translation gains and losses are recorded in the current year Consolidated Statement of Income.

Assets and liabilities of foreign operations with a functional currency other than the Canadian dollar are translated into Canadian dollars
at month-end exchange rates as at the balance sheet date, while operating revenues and expenses are translated using the average
monthly exchange rates. Exchange gains and losses arising from translation of foreign operations with a functional currency other than
the Canadian dollar; and the results of hedging these positions, net of income taxes, are recorded in unrealized foreign currency translation
adjustments.

Cash resources

Cash resources consist of cash and cash equivalents. Cash comprises cash on hand, bank notes and coin. Cash equivalents consist of
deposits with the Bank of Canada, depaosits with financial institutions, including net receivables related to cheques and other items in
the clearing process, as well as the net amount of cheques and other items in transit.

Securities
Securities are held in the investment or the trading account, depending on Management's intention.

Investment account securities are purchased with the intention of holding them to maturity or until market conditions favour other types
of investments. Equity securities are stated at acquisition cost if the Bank does not exercise a significant influence over the investee.
Debt securities are stated at unamortized acquisition cost and any premiums and discounts are amortized using the effective yield method
over the period to maturity or disposal of the security. Dividend and interest income as well as the amortization of premiums and discounts
are recorded in “Interest income and dividends.” Gains or losses realized on the disposal of securities, calculated using the average cost
method, and any loss in value that is other than a temporary impairment is recorded in "Other income.”

Trading account securities purchased for resale in the short term are presented at fair value based on publicly disclosed market prices.
In the event market prices are not available, the fair value is estimated on the basis of the market prices of similar securities.

Dividend and interest income is recorded in “Interest income and dividends.” Realized and unrealized gains or losses on these securities
are recorded in "Other income.”

Securities purchased under reverse repurchase agreements and sold under repurchase agreements

The Bank purchases securities under reverse repurchase agreements and sells securities under repurchase agreements. These securities
are recorded at cost in the Consolidated Balance Sheet. Interest income from reverse repurchase agreements and interest expense under
repurchase agreements are recorded on an accrual basis in the Consolidated Statement of Income.
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Year ended October 31
{miilions of dotlars)

Sun“lmary of Significant Accounting Policies [cont.)

Loans

A loan, other than a' credit card loan, is considered impaired when, in the opinion of Management, there is reasonable doubt as to the
ultimate collectibility of a portion of principal or interest or where payment of interest is contractually 0 days past due, unless there is
no doubt as to the collectibility of the principal or interest. A loan may revert to performing status only when principal and interest
payments have become fully current. Credit card loans are written off when payments are more than 180 days in arrears.

When a loan is deemed impaired, interest ceases to be recorded and the carrying value of the loan is adjusted to its estimated realizable
amount by writing off all or part of the loan or by taking an allowance for credit losses.

Foreclosed assets held for sale in settlement of an impaired loan are presented at fair value less selling costs at the date of foreclosure.
Any difference between the carrying value of the loan before foreclosure and the initially estimated realizable amount of the assets is
recorded as a charge to "Provision for credit losses.” For any subsequent change in their fair value, gains or losses are recognized under
“Other income” in the Consolidated Statement of Income. Gains may not exceed losses in value recognized after the date of foreclosure.
Revenues generated by foreclosed assets and the related operating expenses are included in the Consolidated Statement of Income.

Foreclosed assets held for use in settlement of an impaired loan are measured at fair value at the date of foreclosure. Any difference in
the carrying value of the loan exceeding fair value is recorded under “Provision for credit losses.” These assets are subsequently presented
at the date of foreclosure as premises and equipment and are subject to the same accounting rules as those applicable to the premises
and equipment to which they relate.

Loan origination fees, including loan commitment, restructuring and renegotiation fees, are considered an integral part of the yield
earned on the loan and are deferred and amortized to interest income over the term of the loan. Commitment fees are treated on the
same basis if there is reasonable expectation that the commitment will result in a loan; the fees are then amortized to interest income
over the term of the loan. Otherwise, the fees are included in other income aver the term of the commitment. Loan syndication fees are
recognized as other income, unless the yield on any loan retained by the Bank is less than that of other comparable lenders involved in
the financing. In such cases, an appropriate portion of the fees is deferred and amortized to interest income over the term of the loan.

Allowance for credit losses

The allowance for credit losses reflects Management's best estimate of losses in its loan portfolio as at the balance sheet date. The
allowance relates primarily to loans, but may also cover the credit risk associated with deposits with other banks, derivative products,
loan substitute securities and other credit instruments such as acceptances, letters of guarantee and letters of credit. The allowance for
credit losses, which consists of specific allowances for impaired loans, the country risk allowance and the general allowance for credit
risk, is increased by the provision for credit losses, which is charged to income, and decreased by the amount of write-offs, net of recoveries.

The specific allowances for impaired loans are established for all such loans for which impairment could be estimated individually,
reducing them to their estimated realizable amounts. The estimated realizable amounts are measured by discounting expected future
cash flows. For groups of impaired loans consisting of large numbers of homogeneous balances of relatively smatl amounts, the realizable
amounts are determined by discounting expected future cash flows for each group of loans using formulas that take into account past
loss experience, economic conditions and other relevant circumstances. No specific allowance is established for credit card loans, as
balances are written off if payment has not been received within 180 days.

The allowance for credit losses in relation to loans to countries designated by the Superintendent is revalued on an ongoing basis according
to risk exposure in the various countries and their related economic conditions.

The allocated generat allowance for credit risk represents Management’s best estimate of probable losses within the portion of the
portfolio that has not yet been specifically identified as impaired. This amount is determined by applying expected loss factors to outstanding
and undrawn facilities. The allocated general allowance for corporate and government loans is based on the application of expected
default and loss factors, determined by statistical loss migration analysis, according to loan type. For more homogeneous partfolios, such
as residential mortgage loans, small and medium-sized enterprise loans, personal loans and credit card loans, the allocated general
allowance is determined on a product portfolio basis. Losses are determined by the application of loss ratios determined through statistical
analysis of loss migration over an economic cycle. The unallocated general allowance for credit risk is based on Management'’s assessment
of probable losses in the portfolio that have not been captured in the determination of the specific allowances for impaired loans, the
country risk atlowance and the allocated general allowance. This assessment takes into account general economic and business conditions,
recent loan loss experience, and trends in credit quality and concentrations. This allowance also reflects model and estimation risks.
The unallocated general allowance does not represent future losses or serve as a substitute for the allocated general atlowance.
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Year ended October 31
{miltions of dollars}

Sun:1mary of Significant Accounting Policies (cont.]

Asset securitization

The Bank enters into securitization transactions involving resicentiat and commercial mortgage loans, consumer loans, personal loans
and credit card receivables by selling them to special purpose entities or trusts that issue securities to investors. These transactions are
recorded as sales when the Bank is deemed to have surrendered control over the assets sold and to have received consideration other
than beneficial interests in these assets. Gains and losses on securitization transactions are recognized in income on the transaction date.

As part of securitization transactions, the Bank may retain certain interests in the securitized receivables in the form of one or more
subordinated tranches, rights to future excess interest and, in some cases, a cash reserve account. Gains and losses on securitizations,
net of transaction fees, are carried in the Consolidated Statement of Income under “Securitization revenues.” Gains and losses on the
sale of receivables depend in part on the allocation of the previous carrying amount of the receivables between the assets sold and the
retained interests. This allocation is based on their relative fair value at the date of transfer. Fair value is based on market prices, when
available. However, as quotes are usually not available for retained interests, fair value is determined using the present value of future
expected cash flows estimated in relation to assumptions on credit losses, prepayment rates, forward yield curves, and discount rates
commensurate with the risks involved.

Retained interests are recorded at cost and included in investment account securities. Any impairment in the value of retained interests
that is other than temporary is recorded in the Consolidated Statement of Income under “Securitization revenues.”

The Bank generally transfers receivables on a fully serviced basis. At the time of transfer, a servicing liability is recognized and amortized
to income over the term of the transferred assets. This servicing liability is presented in the Consolidated Balance Sheet under "Other
liabilities.”

Prior to July 1, 2001, securitization transactions were accounted for in accordance with Emerging Issues Committee Abstract No. ¢
“Transfers of Receivables” (EIC-9) of the CICA Handbook. Gains on securitization transactions were amortized to income over time, while
losses were recognized as incurred. For securitization transactions that provide for the payment of the proceeds of sale when the sum
of interest and fees collected from borrowers exceeded the yield paid to investors, these proceeds were considered income when the
amount could legally be paid by the trust. Since July 1, 2001, gains and losses have been recognized in income on the date of the transaction.
Transactions entered into prior to July 1, 2001 {or completed after that date pursuant to commitments to sell prior to
July 1, 2001) have not been restated, and deferred gains and other income will continue to be recorded under the original terms of the
agreements.

Guaranteed mortgage loans .

The Bank finances a portion of its residential mortgage loan portfolio through the mortgage-backed securities program provided for in
the National Housing Act. Under this program, the Bank pools eligible mortgage loans and sells ownership rights in these pools to investors.
Investors are paid a pre-set coupon rate and the principal from the underlying mortgages. The Canada Mortgage and Housing Corporation
("CMHC") unconditionally guarantees the payments to the investors. The Bank continues to service the securitized mortgage loans.

The Bank is committed to the CMHC to make sufficient funds regularly available to the paying agent and the transfer agent to pay the
amounts due to investors, whether or not the mortgagors have made their payments. Moreover, the Bank must place all funds due to
investors at maturity of the securities at the disposal of the paying agent and the transfer agent. Should the Bank default, the CMHC can
assign the servicing of the securitized loans to another servicer.

Acceptances and customers’ liability under acceptances

The potential liability of the Bank under acceptances is recorded as a liability in the Consolidated Balance Sheet. The Bank’s potential
recourse to customers is recorded as an equivalent offsetting asset. Fees are recorded in “Other income” in the Consolidated Statement
of Income. ‘
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Year ended October 31
{millions of dollars]

Suniltmary of Significant Accounting Policies (cont.)

Premises and equipment
Premises, equipment, furniture and leasehold improvements are recognized at cost less accumulated amortization and are amortized
over their estimated useful lives according to the following methods and rates. Land is recorded at cost.

Methods Rates
Buildings {a) or {b) 2% to 14%
Equipment and furniture {a} or (b} 20% to 50%
Leasehold improvements (a) lc}

{al straight-line
b} diminishing batance
fc) aver the lease term plus the first renewal option

Goodwitl

The purchase method is used to account for the acquisition of subsidiaries. Goodwill represents the excess of the price paid for the
acquisition of subsidiaries over the fair value of the net assets acquired. Goodwill is tested for impairment annually (or more frequently
if changes in circumstances indicate that the asset might be impaired) to ensure that the fair value remains greater than or equal to the
carrying value. Any excess of the carrying value over the fair value is charged to income for the period during which the impairment has
been determined.

Intangible assets

The intangible assets of the Bank result from the acquisition of subsidiaries or groups of assets and are mainly composed of management
contracts recorded at their fair value at the time of acquisition. Since these assets have indefinite lives, they are not amortized, but are
tested for impairment annually, or more frequently if changes in circumstances indicate that they might be impaired. The impairment
test consists of comparing the fair value of the asset with its carrying value. The excess of the carrying value over the fair value is charged
to income for the period during which the impairment is determined. Intangible assets with finite useful lives are amortized over their
useful lives. These assets are written down when the long-term expectation is that their carrying values will not be recovered. Any excess
of the carrying value over the net recoverable value is charged to income.

Obligations related to securities sold short

These liabilities represent the Bank's obligation to deliver securities it sold but did not own at the time of sale. Obligations related to
securities sotd short are recorded as liabilities at fair value; obligations related to securities that are used as hedges are accounted for
atunamortized cost. Realized and unrealized gains and losses on trading activities are recorded in “Trading revenues” in the Consolidated
Statement of Income.

Gains and losses on securities sold short used for hedging purposes are included in the Consolidated Statement of Income concurrently
with the gains and losses on the hedged items.

Income taxes

The Bank provides for income taxes under the asset and liability method. The Bank determines future income tax assets and liabilities
based on the differences between the carrying values and the tax bases of assets and liabilities, according to income tax laws and income
tax rates enacted or substantively enacted on the date the differences are reversed. Future income tax assets represent tax benefits
related to deductions the Bank may claim to reduce its taxable income in future years. No future income tax expense is recorded for the
portion of retained earnings of foreign subsidiaries that is permanently reinvested.

Derivative financial instruments
The Bank offers various types of derivatives to accommodate the needs of its clients in managing their risk exposure and investment and
trading activities. It also uses derivatives in its own risk management and trading activities.

The main derivative' instruments used by the Bank are exchange-traded contracts such as futures and options as well as over-the-counter
products such as forward rate agreements, credit derivatives, swaps and options.

Derivatives held for trading purposes

Derivatives used to accommodate the needs of clients and to enable the Bank to generate income from its trading activities are recognized
on the fair value basis. Unrealized gains are presented as assets and unrealized losses as liabilities in the Consolidated Balance Sheet.
Realized and unrealized gains and losses on trading activities are recorded in "Other income” in the Consolidated Statement of Income.
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Year ended October 31
{mitlions of dollars]

Sun:\mary of Significant Accounting Policies [cant.)

Derivatives held for asset/liability management
Derivative instruments used to manage the Bank’s own risks, in particular interest and exchange rate risks, are recorded using hedge
accounting, when appropriate.

Documentation

The Bank prepares formal documentation for all hedging relationships which identifies the hedging derivative and the specific asset or
liability or cash flow being hedged. It also documents the risk management objective and strategy used for all hedging activities.
The Bank also systematically determines, at inception of the hedge and aver the term of the hedging relationship, whether changes in
the fair value or cash flows of the hedged item can be effectively offset by changes in the fair value or cash flows of the hedging derivative.

Types of derivatives
The Bank uses mainly interest rate swaps to hedge against changes in the fair values of assets and liabilities and changes in the cash
flows related to a variable rate asset or liability.

Recognition
When the derivative is designated and deemed effective as a fair value or cash flow hedge, the related gains and losses are recorded in

“Other income” in the Consolidated Statement of Income at the same time as the gains or losses on the assets and liabilities hedged.

Discontinuance of hedge accounting

Realized and unrealized gains and losses on terminated financial instruments or financial instruments that have ceased to be effective
before they expire are presented with assets or liabilities in the Consolidated Balance Sheet and recognized in “Other income” in the
period during whichthe underlying hedge activity is recognized. Should the financial instrument once again qualify as a hedging relationship,
any fair value already presented in the Consolidated Balance Sheet will be amortized to "Other income.” If a designated hedged item is
sold, terminated or expires before the related instrument is terminated, any realized or unrealized gain or loss on the instrument is
recognized in “Other income” in the Consolidated Statement of Income.

Financial instruments held for non-trading purposes and ineligible for hedge accounting
Financial instruments held for non-trading purposes and which do not qualify for hedge accounting are carried at fair value as an asset
or liability. Any change in the fair value of these instruments is recorded in “Other income” in the Consolidated Statement of Income.

Insurance revenues and expenses

Premiums less claims and changes in actuarial liabilities are reflected in “Other income.” Income from securities held by the insurance
subsidiaries is included in “Interest income and dividends” in the Consolidated Statement of Income and under "Securities” in the
Consolidated Balance Sheet. Amortization of deferred gains and losses on the disposal of securities is included in “Other income.”
Administrative costs are recorded in "Operating expenses” in the Consolidated Statement of Income.

Assets under administration and assets under management

The Bank administers and manages assets that are owned by clients but which are not reflected on the Consolidated Balance Sheet.
Asset management fees are earned for providing investment and mutual fund management services. Asset administration fees are
earned for providirig trust, estate administration and custodial services. Fees are recognized in “Other income” as the services are
provided.

Employee future benefits .

The Bank offers defined benefit pension plans that cover substantially all salaried employees. These defined benefit plans are funded
pension plans. The Bank also offers its employees certain post-retirement and post-employment benefits, compensated leave and
termination benefits [non-pension employee benefits], which are generally not funded. These benefits include health care, life insurance
and dental benefits. Employees eligible for the post-retirement benefits are those who retire at certain retirement ages. Employees
eligible for post-employment benefits are those on long-term disability or maternity leave.

The Bank records its benefit obligation under employee pension plans and the related costs net of plan assets.

Actuarial valuations are made periodically to determine the present value of plan obligations. The actuarial valuation of accrued pension
and post-retirement benefit obligations is based on the projected benefit method prorated on services using the most likely assumptions
according to Management as regards future salary levels, cost escalation, retirement age and other actuarial factors. The accrued benefit
obligation is valued using market rates as at the measurement date. With regard to the expected long-term returns of plan assets used
to calculate pension expense, most of the fixed-income securities in the plans are measured using fair value while equity securities and
other assets are measured using a market-related value. This value takes into account the changes in the fair value of assets over a
three-year period. Prior to November 1, 2003, all portfolio securities were valued at market-related values. The impact of this change
for the year ended October 31, 2004 is negligible.
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Sun:'xmary of Significant Accounting Policies (cont.)

The cost of pension and other post-retirement benefits earned by employees is established by calculating the sum of the following: the
current period accrued benefit cost; the notional interest on the actuarial liability of the plans and the expected long-term return on plan
assets; the amortization, over the estimated average remaining service lives of employees, of actuarial gains and losses; and the amounts
resulting from the changes made to the assumptions and the plans. The cumulative excess of pension plan contributions over the amounts
recorded as expenses is recognized in "Other assets” in the Consolidated Balance Sheet while the cumulative cost of other post-retirement
benefits, net of disbursements, is recognized in "Other liabilities.”

Past service costs arising from amendments to the plans are amortized on a straight-line basis over the average remaining service period
of active employees-on the date of the amendments. The portion of the actuarial net gain or loss which exceeds 10% of either the accrued
benefit obligation or the fair value of the plan assets, whichever is higher, is amortized over the average remaining service period of
active employees. This average remaining service period varies from 9 to 12 years depending on the plan. When the restructuring of an
employee benefit plan gives rise to both a curtailment and a settlement of obligations, the curtailment is accounted for prior to the
settlement. :

Stock-based compensation plans

On November 1, 2002, the Bank adopted the requirements of CICA standard "Stock-Based Compensation and Other Stock-Based
Payments,” which establishes standards for the recognition, measurement and disclosure of stock-based compensation and other stock-
based payments made in exchange for goods and services.

In accordance with this standard, rights awarded under the Stock Appreciation Rights (SARs) Plan are recorded at fair value by measuring,
on an ongoing basis, the excess of the stock price over the exercise price of the option. The standard applies to SARs outstanding as at
the date of the adoption of the recommendations and to subsequent awards. The Bank's obligation, which results from the variation in
the stock’s market price, is recognized in income on a straight-line basis over the vesting period, i.e., four years, and a corresponding
amount is included in "Other liabilities.” When the vesting period expires and until the SARs are exercised, the change in the obligation
attributable to variations in the stock price is recognized by increasing or decreasing the compensation expense for the period in which
the variations occur. With regard to SARs outstanding as at the date of the adoption of the recommendations, the application of the new
transitionat provisions of the standard, taking into account the liability previously recognized by the Bank, did not require any cumulative
adjustment to the balance of retained earnings as at November 1, 2002.

The Bank uses the fair value based method to account for stock options awarded under its Stock Option Plan subsequent to November 1,
2002. The fair value of the stock options is estimated an the grant date using the Black-Scholes modet.

This cost is recognized on a straight-line basis over the vesting period, i.e., four years, as an increase in compensation expense and
contributed surplus. When the options are exercised, the proceeds and the contributed surplus are credited to common share paid-up
capital. For options awarded before November 1, 2002, no compensation expense is recognized. Any consideration paid by employees
upon exercise of stock aptions is also credited to cammon share paid-up capital. The exercise price of each option awarded is equal to
the closing price of the common shares of the Bank on The Toronto Stock Exchange on the business day preceding the date of the award.

The Bank also offers a Deferred Stock Unit ("DSU”) Plan for Officers intended for certain members of senior management and other key
employees of the Bank and its subsidiaries. Under the Plan, a portion of the value of the officer’'s compensation is tied to the future vatue
of the Bank's common shares as an incentive award. A DSU is a right whose value corresponds to the market value of a common share
of the Bank at the time the DSU is awarded. DSUs vest according to specific criteria and on the dates established in the officer’s grant
letter. Additional DSUs are allocated to the officer’s account in proportion to the dividends paid on common shares of the Bank. DSUs
can only be exercised when the officer retires or ceases to be a Bank employee. The compensation expense for this plan is recorded
under “Operating expenses” in the year the incentive award vests to the officer. Any change in the value of DSUs is recarded to “Operating
expenses” in the Consolidated Statement of Income.

Comparative figures
Certain comparative figures have been reclassified to conform with the presentation adopted in the current year.
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2 ‘ Changes in Accounting Policies

2a. Recent Accounting Standards Adopted

Generally accepted-accounting principles

On November 1, 2003, the Bank adopted the requirements of Section 1100 of the CICA Handbook, “Generally Accepted Accounting
Principles.” This Section establishes standards for financial reporting in accordance with generally accepted accounting principles
("GAAP") and identifies other sources to consult when selecting accounting policies and determining appropriate disclosures when a
matter is not dealt with explicitly in the primary sources of GAAP. The application of this standard eliminates certain practices that may
have been used within a particular industry. The only material impact on the results of the Bank is that mortgage loan prepayment fees
are no longer amortized. Since November 1, 2003, certain prepayment fees have been recognized in the Consolidated Statement of Income
under “Lending fees” when earned. Prior to November 1, 2003, these fees were deferred and amortized to interest income over the term
of the loan. Following the adoption of Section 1100, an unamortized balance of mortgage loan prepayment fees, which amounted to
$25 million as at October 31, 2003 [$16 million net of income taxes), was recorded during the year in the Consolidated Statement of
Income under “Lending fees.” In addition, the net amounts receivable from financial institutions related to cheques and other items in
the clearing process are now presented as assets in the Consolidated Balance Sheet, while net amounts payable to individual financial
institutions are presented as liabilities. As at Octocber 31, 2003, the net balance for all financial institutions was presented as an asset in
the Consolidated Balance Sheet.

Hedging relationships

On November 1, 2003, the Bank adopted CICA Accounting Guideline No. 13 "Hedging Relationships” (AcG-13). This Guideline identifies
the circumstances in which hedge accounting is appropriate and discusses the identification, designation, documentation and effectiveness
of hedging relationships and the discontinuance of hedge accounting, but does not cover hedge accounting techniques. Monetary or
derivative financial instruments used in risk management that satisfy the conditions for hedge accounting are recorded using the hedge
accounting methodology described in Note 1.

Derivative financial instruments that do not qualify for hedge accounting under AcG-13 are carried at fair value on the Consolidated
Balance Sheet as at November 1, 2003. The resulting $16 million net transitional gain is deferred and recognized in income over the
remaining life of the hedged item.

Impairment of long-lived assets

Effective November 1, 2003, the Bank adopted the recommendations of CICA standard "Impairment of Long-Lived Assets,” which
establishes the standards for the recognition, measurement and disclosure of the impairment of long-lived assets. This standard stipulates
that an impairment loss should be recognized when the carrying value of a long-lived asset intended for use exceeds the sum of the
undiscounted cash flows expected from its use and eventual disposition. The impairment loss is to be measured as the excess of the
carrying value of the asset over its fair value. The adoption of this standard had no impact on the consolidated financial statements for
the fiscal year ended October 31, 2004,

Equity-linked deposit contracts

On November 1, 2003, the Bank adopted CICA Accounting Guideline No, 17 “Equity-Linked Deposit Contracts.” Under this Guideline, the
Bank may record at fair value certain deposit obligations for which the obligation varies according to the return on equities or an equity
index and which entitle investors, after a specified period of time, to receive the higher of a stated percentage of their principal investment
and a variable amount based on the return of equities or an equity index. Any subsequent changes in fair value are recognized in the
Consolidated Statement of Income as they arise.

The adoption of this Guideline did not have a material impact on the consolidated financial statements for the year ended October 31, 2004.
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2 : Changes in Accounting Policies {cont.)

2b. Recent Accounting Standards Pending Adoption

Variable interest entities

On November 1, 2004, the Bank will adopt Accounting Guideline No. 15 "Consolidation of Variable Interest Entities” [AcG-15). This
Guideline is harmonized with new FASB Interpretation No. 46 [FIN 46R) “Consolidation of Variable Interest Entities” and provides guidance
on the application of the standards set out in CICA Handbook Section 1590 “Subsidiaries” for certain entities defined as variable interest
entities ("VIEs"). VIEs are entities in which equity investors do not have controlling financial interest or the equity investment at risk is
not sufficient to permit the entity to finance its activities without additional subordinated financial support provided by other parties.
AcG-15 requires the consolidation of a VIE by its primary beneficiary, i.e., the party that receives the majority of the expected residual
returns and/or absorbs the majority of the entity's expected losses. Based on information currently available, the application of the
provisions of AcG-15 on November 1, 2004 will result in the consolidation of certain mutual funds in which the Bank has a significant
investment and the consolidation of the VIE that leases the Bank's head office building under a capital lease. The estimated impact of
this standard will beé an increase in “Premises and equipment” of $84 million, "Securities” of $54 million, "Other assets” of $3 million,
“Other liabilities™ of $93 million, "Non-controlling interest” of $45 million, and "Retained earnings” of $3 million. The Bank continues
to evaluate the impact of this new Guideline on its consolidated financial statements.

investment companies

in January 2004, the CICA issued Accounting Guideline No. 18 “Investment Companies.” Under this Guideline, investment companies are
required to account for all their investments at fair value, including investments that would otherwise be consolidated or accounted for
using the equity method. The Guideline sets out the criteria for determining whether a company is an investment company and also
provides guidance on the circumstances in which the parent company of, or equity method investor in, an investment company should
account for the investment company’s investments at fair value.

The pravisions of the Guideline will apply to the Bank as of November 1, 2004. They will be applied prospectively. The Bank is currently
evaluating the impact of this new Guideline.
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3 Securitization Transactions

Mortgage loans

During 2004, the Bank securitized $1,527 million of guaranteed residential mortgage loans (2003: $1,529 million) through the creation
of mortgage-backed securities. The Bank received net cash proceeds of $1,520 million [2003: $1,522 million) and retained the rights to
the excess spread of $47 million {2003: $66 million) earned on the mortgage loans. The Bank also recorded a servicing liability of
$9 million (2003: $10 million}. A pre-tax gain of $31 million (2003: $50 million, $1 million of which was from mortgage-backed securities
created and unsold before November 1, 2002), net of transaction fees, was recognized in the Consolidated Statement of Income under
“Securitization revenues.”

During 2003, the Bank made an upward revision to one of its assumptions, the prepayment rate, which is used to evaluate the fair value
of retained rights to the excess spread on all securitized mortgage loans. As a result of this change in assumption, the Bank recorded a
permanent impairment charge for retained rights of approximately $3 million in the Consolidated Statement of Income under “Securitization
revenues.”

Credit card receivables

Under a 1998 agreement, the Bank sells credit card receivables on a revolving basis to a trust. During 2003, the Bank sold an additional
$200 million of its credit card receivables. The Bank received cash proceeds of $199 million, net of an initial reserve of $1 million, and
transaction fees, and retained the rights to the excess spread of $6 million generated on the receivables, net of any credit losses.
The Bank also recorded a servicing liability of approximately $1 million and recognized a pre-tax gain of approximately $5 million, net of
transaction fees. Following the maturity of a $200 million bond during fiscal 2004 (net repayment of $300 million in 2003), gross securitized
credit card receivables outstanding declined from $1.1 billion as at October 31, 2003 to $900 million as at October 31, 2004.

Key assumptions
The key assumptions used to measure the fair value of retained interests as at the securitization date for transactions carried out during
2004 and 2003 were as follows:

Guaranteed Credit card Personal

mortgage loans receivables loans

2004 2003 2004 2003 2004 2003

Weighted average term /months/ 271 29.7 - - 13.3 13.4

Payment rate - - 31.2% 30.8% - -
Prepayment rate 20.0 % 20.0 % - - 30.0% 30.0%
Excess spread, net of credit losses 1.3% 1.7% 10.3 % 1M13% 1.8 % 3.8%

Expected credit losses - - 3.4% 3.3% 1.2% 1.2%
Discount rate 3.9 % 41 % 21.0% 21.0% 21.0% 21.0%
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Securitization Transactions (cont.)

The table below presents certain amounts recorded in the consolidated financial statements with respect to securitization operations:

Securitization Investment Other
revenues account securities liabilities

Gains (losses) Cash deposits
on sale of assets Retained interests at a trust Servicing liability
2004 2003 2004 2003 2004 2003 2004 2003

Mortgage loans

- Guaranteed 31 50 99 97 - - 16 15
- Otherll} - - - - 20 23 - -
Credit card receivables 38 33 13 17 5 6 3 3
Consumer loans(2] - - - - 1 - 19 - -
Personal loans!3) (2) 4 7 17 26 25 4 4
Total 67 87 119 132 51 73 23 22

(i} During 2000, the Bank sold uninsured morigage loans on properties with five or more units to a trust.

{2} During 2001, the Bank sotd consumer loans to a trust. The Bank terminated this program in March 2004. At that time, outstanding loans represented less
than 10% of the portfotio originally sold.

{3} During 2002, the Bank sold a $515 million portfolio of fixed-rate personal loans to a trust, and the trust issued $515 million of bonds. On a revolving basis,
the Bank sells mostof its new fixed-rate loans to this trust each month.

The table below presents total securitized assets and certain credit data on.securitized assets:

2004 2003
Securitized Impaired Netcredit Securitized Impaired Net credit
assets loans losses assets loans losses

Mortgage loans
- Guaranteed 3,52001 - - 3,643 - -
- Other 293 - - 443 - -
Credit card receivables 900 4 40 1,100 8 31
Consumertoans - - 1 145 3 2
Personal loans i 515 3 8 515 2 7
Total 5,228(2) 7 49 5,846 13 40

{1} Includes $243 million of mortgage-backed securities created and unsold in 2004 (2003: 720 million}. These securities are presented in the Consolidated
Balance Sheet under “Securities ~ investment account.”

{2] Commitments undet securitization programs, maturing or renewable in 2005, amount to $708 million, or $500 mittion for the credit card program and $206
miliion for the perscnal loans program.

The table below summarizes certain cash flows received from securitization vehicles:

Guaranteed Credit card Consumer Personal

mortgage loans receivables toans loans

2004 2003 2004 2003 2004 2003 2004 2003

Proceeds from new securitizations 1,527 1,529 - 200 - - - -
Proceeds collected and reinvested

in revolving securiitizations - - 3,273 3,085 - - 377 345

Cash flows from retained interests
in securitizations 55 61 64 48 - [ 27 25
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' Securitization Transactions fcont.)

As at October 31, the sensitivity of the current fair value of these retained interests to immediate 10% and 20% adverse changes in key

assumptions was as follows:

Sensitivity of key assumptions to adverse changes

Guaranteed Credit card Personal
Assumptions mortgage loans receivables loans
2004 2003 2004 2003 2004 2003
Prepayment rate 20.0% 20.0% 31.2% 30.8% 30.0% 30.0%
Impact on fair value of 10% adverse change $ (2.6) $ (3.0 $ (0.9} $ (1.2) $ (0.2) $ (0.3)
Impact on fair value of 20% adverse change $ (5.2) $ (5.8 $ (1.7 $ (23) $ (0.4) $ (0.6
Excess spread, net of credit losses 1.5 % 1.6 % 10.3 % 113 % 1.8 % 38 %
Impact on fair value of 10% adverse change $ (9.9 $ (9.8 $ (1.3) $ (1.7) $ (1.3) $ 1.7
Impact on fair value of 20% adverse change ${19.7) $(19.5) $ (2.7) $ (3.5) $ (2.6) $ (3.4
Discount rate ‘ 4.2 % 47 % 210 % 21.0 % 21.0 % 21.0 %
Impact on fair value of 10% adverse change $ {0.4) $ (0.5 $ 01 $ (01 $ (0.6 $ (0.7
Impact on fair value of 20% adverse change $ (08 % (10 $01 %02 $00 %04
Servicing 03 % 03 % 20% 2.0 % 1.0 % 1.0 %
Impact on fair value'of 10% adverse change $ (1.6) $ (1.5 $ (0.3) $ (03] $ (0.4) $ (0.4)
Impact on fair value of 20% adverse change $ 33 % (3.0 $(05 $ (06 $(08 $I09

These sensitivities are hypothetical and should be used with caution. Changes in fair value attributable to changes in assumptions generally
cannot be extrapolated because the relationship between the change in the assumption and the change in fair value may not be linear.
Changes affecting one factor may result in changes to another, which might magnify or counteract the sensitivities attributable to changes

in assumptions.
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4 ‘ Securities
Securities held are as follows:
Under 1to Sto Over No 2004 2003
1 year 5 years 10 years 10 years maturity Total Total
Investment account
Securities issued or guaranteed by
Canada
Unamortized cost 316 1,980 77 20 - 2393 2564
Fair value 319 2,015 80 21 - 2435 2615
Provinces ‘
Unamortized cost 1 144 80 25 - 150 617
Fair value 1 44 84 27 - 156 646
Municipalities or school boards
Unamortized cost - - 2 - - 2 9
Fair value ; - - 2 - - 2 10
U.S. Treasury and other U.S. agencies
Unamortized cost 25 126 112 - - 263 604
Fair value 25 127 113 - - 265 601
Other debt securities
Unamortized cost 1,309 1,416 449 127 172 3,473 1,692
Fair value 1,315 1,415 461 128 172 3,491 1,687
Equity securities
Cost 74 180 24 19 850 1,147 1,512
Fair value 77 190 26 17 893 1,203 1,567
Total carrying value 1,725 3,746 744 191 1.022 7,428 6,998
Total fair value 1,737 3,791 766 193 1,065 7,552 7126
Trading account
Securities issued or guaranteed by
Canada 5,180 1,536 1261 254 - 8,231 9,610
Provinces 596 1,258 939 781 - 3,574 3,616
Municipalities or school boards 119 224, 83 8 - 434 393
U.S. Treasury and other U.S. agencies 448 1,037 304 215 - 2,004 34
Other debt securities 1,280 677 684 135 - 2,776 2,127
Equity securities 10 5 1 8 3,518 3,542 3,371
7,633 4,737 3,272 1,401 3,518 20,561 19,151
Total carrying value of securities 9,358 8,483 4,016 1,592 4,540 27,989 26,149
Total fair value of securities 9.370 8,528 4,038 1,594 4,583 28,113 26,277

Where no organized market exists for which prices are available, the fair value is estimated using the market prices of similar securities.
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4 Securities (cont.)

Unrealized gains (losses) are as follows:

2004 2003
Gross Gross Gross Gross
Carrying unrealized unrealized Fair  Carrying unrealized unrealized Fair
value gains losses value value gains losses value
Investment account
Securities issued origuaranteed by
Canada 2,393 42 - 2,435 2,564 51 - 2,615
Provinces 150 6 - 156 617 29 - 646
Municipalities or school boards 2 - - 2 9 1 - 10
U.S. Treasury and other
U.S. agencies 263 2 - 265 604 - (3) 601
Other debt securities 3,473 24 (6) 3,47 1,692 16 (21) 1,687
Equity securities 1,147 83 [27) 1,203 1,512 90 (35) 1,567
Total investment account 7,428 157 {33) 7,552 6,998 187 (59] 7,126
5 ‘ Loans and Impaired Loans
Impaired loans
Country
Gross Gross Specific risk Net
amount allowance allowances allowance balance
October 31, 2004
Residential mortgade 15,500 4 2 - 2
Personal and credit card 7,825 32 17 - 15
Business and government 18,751 352 209 - 143
: 42,076 388 228 - 160
General allowance!! (350)
Impaired loans, net of specific and general allowances (190)
October 31, 2003
Residential mortgage 13,976 7 3 - 4
Personal and credit.card 6,101 33 17 - 16
Business and government 18,934 436 186 19 231
39,011 476 206 19 251
General allowance!t) (405)
Impaired loans, net of specific and general allowances (154)

As at October 31, 20D4, net foreclosed assets held for sale represented a negligible net amount {2003: $6 million] and foreclosed assets
held for use, $1 million (2003: $4 millien).

{1} The general allowance for credit risk was created taking inte account the Bank’s credit in its entirety,
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Allowance for Credit Losses

|

The changes made to allowances during the year are as follows:

Allocated Unallocated Country

Specific general general risk 2004 2003

allowances allowance allowance allowance Total Total

Allowances at beginning 206 300 105 19 630 662

Provision for credit losses 141 (28) 27} - 86 177

Write-offs (178) - - (19) (197) (259)

Recoveries : 59 - - - 59 50

Allowances at end 228 272 78 - 578 630

7 ‘ Premises and Equipment

2004 2003

Accumulated Net Net

amorti-  carrying  carrying

Cost zation value value

Land ‘ ) 8 - 8 10

Buildings ' ' 73 38 35 53

Equipment and furniture 516 393 123 102

597 431 166 165

Leasehold improvements A 101 - 101 98

: 698 431 267 263

Amortization for the year recorded in the Consolidated Statement of Income 52 49
8 ‘ Goodwill and Intangible Assets

The Bank performs.an annual impairment test of goodwill and intangible assets with indefinite lives. No impairment loss was recorded
in 2004 or 2003.

The change in the carrying value of goodwill is as follows:

Wealth
Personaland  Manage- Financial

Commercial ment Markets Total
Balance as at October 31, 2002 61 408 192 661
Other - (1) - (1)
Balance as at October 317, 2003 61 407 192 660
Acquisitions ' - 1 - 1
Other {12) 13 - 1

Balance as at October 31, 2004 ) 49 421 192 662
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" Goodwill and Intangible Assets (cont.]

Intangible assets are:

2004 2003
Accumulated Net Net
amorti-  carrying  carrying
Cost zation value value
Trademarks(V " - " 1
Management contractsiV 160 - 160 160
Other : 16 7 9 12
Total 187 7 180 183

{1} Not subject to amortization.

g ‘ Other Assets
2004 2003
Fair value of trading derivatives {Note 79) 2,735 2,560
Interest and dividends receivable 333 601
Prepaid expenses and other receivables 378 353
Future income tax assets {Note 16} : . 324 334
Brokers' client accounts ; ’ 73 135
Investments in companies subject to significant influence 19 124
Accrued benefit asset (Note 73} 358 347
Other : 524 475
4,844 4,929
18 : ‘ Deposits
Payable Payable

Payable after  on a fixed 2004 2003
on demand notice date TJotal Total
Personal 2,143 6,905 14,627 23,675 23,512
Business and government 7,542 5,327 11,430 24,299 22,700
Deposit-taking institutions 442 41 4,975 5,458 5,251

10,127 12,273 31.032 53,432 51,463
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Other Liabilities

2004 2003
Fair value of trading derivatives (Note 79/ 2,386 2,327
Interest and dividends payable 692 570
Income taxes payable 129 289
Future income tax liabilities /Note 14} 255 215
Accrued benefit Liability (Note 73/ 98 91
Trade and other payables 2,054 1,839
Brokers’ client accounts 263 132
Commitments related to insurance operations 92 99
Subsidiaries’ debts to third parties 745 51
Accounts payable and deferred income 324 342
Other ‘ 893 577
7,931 6,992
12 ‘ Subordinated Debentures
Debentures are subordinated in right of payment to the claims of depositors and certain other creditors.
interest Denominated in
Maturity date rate Characteristics foreign currency 2004 2003
December 2003 7.50% Not redeemable by the Bank prior to maturity - 45
August 2004 8.13% Not redeemable by the Bank prior to maturity unless
the debentures become subject to foreign taxes (2003: US 26) - 34
November 2009 7.75% Not redeemable by the Bank prior to maturity unless
) the debentures become subject to foreign taxes us 250 305 330
June 2010 6.90% Not redeemable prior to June 7, 2005 350 350
October 2011 7.50%!(2} Redeemable since October 17, 2001 150 150
October 2012 6.25%(3) Not redeemable prior to October 31, 2007 300 300
April 2014 5.70%!4) Redeemable since April 16, 2004 250 250
February 2087 Floating! Redeemable at the Bank’s option since
February 28, 1993 US 44 53 57
Total 1,408 1,516
{1] Bearing interest at & rate of 6.90% untit June 7. 2005, and thereafter at an annual rate equal to the 90-day acceptance rate plus 1%.
{2 Bearing interest at & rate of 7.50% until October 17, 2006, and thereafter at an annual rate equal to the 90-day acceptance rate plus 1%.
{3/ Bearirg interest at & rate of 6.25% until October 31, 2007, and thereafter at an annual rate equal to the 90-day acceptance rate plus 1%.
{4) Bearing interest at & rate of 5.70% until April 16, 2009, and thereafter at an annual rate equal to the 90-day acceptance rate plus 1%.
{5/ Bearing interest at an annual rale of 1/8% above LIBOR.
The subordinated debenture maturities are as follows:
2005 -
2004 -
2007 -
2008 -
2009 305
2010 to 2014 1,050

2015 and thereafter

53
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13 ‘ Employee Future Benefits

The Bank offers defined benefit pension plans that cover substantially all salaried employees. These defined benefit ptans are funded
pension plans.

The effective dates of the most recent actuarial valuations and those of compulsory future valuations to ensure the funded status of these
plans are:

Date of most recent Date of compulsory
‘ actuarial valuation actuarial valuation
Employee pension plan December 31, 2002 December 31, 2005
Pension plan for designated employees December 31, 2003 December 31, 2006
Post-Retirement Allowance Program January 1, 2003 December 31, 2004

The Bank's employée pension plans provide for the payment of benefits based on length of service and final average earnings of the
employees covered by the plans. The Bank also offers a variety of complementary, contributory insurance plans to eligible current and
retired employees, their spouses and their dependants. However, these benefit plans are not funded.

The following tables describe the Bank's commitments and costs for these employee future benefits, presented in accordance with the
standards defined in Section 3461 of the CICA Handbook, "Employee Future Benefits.” The measurement date used is October 31 of each year.

Accrued benefit asset {liability}

Pension benefit plans Other benefit plans
2004 2003 2004 2003
Accrued benefit obligation
Balance at beginning 1,305 1,172 104 109
Current service cost 3N 28 4 1
Interest cost 89 84 7 8
Employee contributions 15 14 - -
Benefits paid (56 (54} (5) (1)
Plan amendments - 9 - -
Settlement of long-term disability obligations - - - (27)
Actuarial losses 96 52 ] 14
Balance at end 1,480 1,305 116 104
Plan assets
Fair value at beginning 1,365 965 - -
Actual return on plan assets 104 156 - -
Bank contributions 49 284 - -
Employee contributions 15 14 - -
Benefits paid (56) (54} - -
Fair value at end 1,477 1,365 - -
Funded status ~ plan surptus (deficit) (3] 60 {116]) (104]
Unamortized net actuarial losses 346 271 18 13
Unamortized past service costs 15 16 - -
Accrued benefit asset {liability) at end 358 347 (98) (91]
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13 ' Employee Future Benefits [cont.)
|

The accrued benefit asset {liability is presented as follows in the Consolidated Balance Sheet:

Pension benefit plans Other benefit plans

2004 2003 2004 2003

Accrued benefit asset included in "Other assets” 358 347 - -
Accrued benefit liability included in “Other liabilities” - - (98) (91)
. 358 347 (98) (91

Included in the above accrued benefit obligation and fair value of plan assets at year-end are the following amounts in respect of benefit
plans with accrued benefit obligations in excess of plan assets:

004 200
Fair value of plan assets 1,390 35
Accrued benefit obligation 1,424 42
Funded status - plan deficit (34) {7)
As at October 31, plan assets consist of:

2004 2003
% %

Asset category
Money market ‘ 5 12
Bonds : 28 24
Equities 56 53
Other " 11

100 100

Plan assets include securities issued by the Bank. As at October 31, 2004, these investments totalled $128 million (2003: $94 million].

In fiscal 2004, the Bank or its subsidiaries received close to $5 million in management fees for related management, administration and
custodial services.
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13 ' Employee Future Benefits [cont.)

Elements of defined benefit expense for the yvears ended October 31;

Pension benefit plans

Other benefit plans

2004 2003 2004 2003
Current service cost K] 28 4 "
Interest cost 89 84 7
Actual return on plan assets (104) {156) - -
Actuarial losses on accrued benefit obligation 96 52 é 14
Plan amendments - 9 - -
Additional settlement cost for long-term disability benefits - -
Curtailment and settlement loss 2 - - -
Expense before adjustments to recognize the long-term nature
of employee future benefits 114 17 17 40
Difference between expected return and actual
return on plan assets for year 5 70 - -
Difference between actuarial losses [gains) recognized for year
and actual actuarial losses (gains] on accrued benefit
obligation for year (83) (48] (6) (14)
Difference between amortization of past service costs for
year and actual plan amendments for year 2 (7] - -
11 26

Defined benefit expense 38 32

The significant assumptions used by the Bank are as follows (weighted average):

Pension benefit plans

Other benefit plans

2004 2003 2004 2003
% % % %
Accrued benefit obligation as of October 31
Discount rate 6.25 6.75 6.50 6.75
Rate of compensation increase 4.00 4.00 4.00 4,00
Defined benefit expense determined for years ended
as at October 31
Discount rate 6.75 7.00 6.75 7.00
Expected long-term rate of return on plan assets 7.50 7.75 - -
Rate of compensation increase 4.00 4.25 4.00 3.25

For measurement purposes, a 7.7% annual rate of increase (2003: 8.3%) in the per capita cost of covered healthcare benefits was assumed

for 2004. The rate was assumed to decrease gradually to 5.9% for 2008 and remain at that level thereafter.
A 1% change in the expected healthcare cost trend rate would have the following impact:

1% increase

1% decrease

Sensitivity analysis of other benefit plans
Impact on current service and interest cost 1
Impact on accrued benefit obligation 12

(1]
(10
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13 ; Employee Future Benefits (cont.)

The table below shows the possible impact of changes in certain significant weighted average assumptions used to measure the accrued

pension benefit obligation and the related expense:

Sensitivity of significant actuarial assumptions in 2004

Pension plans

Obligation Expense

Impact of a 0.25% change in significant actuarial assumptions:

Discount rate
Decrease of 0.25%
Increase of 0.25%

Expected long-term rate of return on plan assets
Decrease of 0.25%
increase of 0.25%

Rate of compensation increase
Decrease of 0.25%
Increase of 0.25%

51 6
(51) (6)
- 3
- (3)
(13) (3l
13 3

The sensivity analysis presented in the above table must be used with caution given that the changes are hypothetical and the changes

in each significant assumption may not be linear.

Cash payments for employee future benefits for the years ended'“October 31 are as follows:

200 2003
Bank pension benefit plan contributions 49 284
Benefits paid [other benefit plans), excluding the settlement of long-term disability benefits 5 1
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14 ‘ Capital Stock

Authorized
First preferred shares
An unlimited numbér of shares, without par value, issuable for a maximum aggregate consideration of $1 billion.

Second preferred shares
15 million shares, without par value, issuable for a maximum aggregate consideration of $300 million.

Common shares
An untimited number of shares, without par value, issuable for a maximum aggregate consideration of $3 billion.

2004
Shares outstanding and dividends declared Shares Dividends
Number
of shares $ $ Pershare
First preferred shares
Series 13 7,000,000 175 1 1.6000
Series 15 ) 8,000,000 200 12 1.4625
Preferred shares and dividends 15,000,000 375 23
Common shares at beginning 174,619,903 1,583
Issued pursuant to the Dividend Reinvestment and
Share Purchase Plan and the Stock Option Plan 1,510,350 42
Repurchase of common shares » {8,700,000} (80)
Common shares at end and dividends 167,430,253 1,545 243 1.4200
Total dividends 266
) 2003
Shares outstanding.and dividends declared Shares Dividends
Number
of shares $ $ Pershare
First preferred shares
Series 12 - - 4 0.8125
Series 13 7,000,000 175 " 1.6000
Series 15 8,000,000 200 10 1.1480
Preferred shares and dividends 15,000,000 375 25
Common shares at beginning 182,596,351 1,639
Issued pursuant to the Dividend Reinvestment and
Share Purchase Plan and the Stock Option Plan 1,123,552 26
Repurchase of common shares {9,100,000) (82}
Common shares at end and dividends 174,619,903 1,583 193 1.0800

Total dividends 218
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14 ‘ Capital Stock (cont.)

Characteristics of first preferred shares (amounts in dotlars)

Series 13 i

Redeemable in cash at the Bank's option, subject to the prior approval of the Superintendent and upon notice of not more than 60 and
not less than 30 days, i) on August 15, 2005 and on the last day of each pericd of five years plus one day thereafter [conversion date), in
whole at any time or in part from time to time, at a price equal to $25 per share plus all declared and unpaid dividends at the date fixed
for redemption and; ii] after August 15, 2005, other than on a conversion date, in whole but not in part, at a price equal to $25.50 per
share, plus all declared and unpaid dividends at the date fixed for redemption; non-cumulative preferential dividends at a quarterty rate
of $0.40 per share for the first five years and at a variable rate thereafter.

Convertible at the holder’s option on August 15, 2005 or a subsequent conversion date into fully paid preferred shares, Series 14.

Series 15

Redeemable in cash at the Bank's option, subject to the prior approval of the Superintendent, on or after May 15, 2008, in whole or in
part, at a price equal to $26 per share if redeemed before May 15, 2009, at a price equal to $25.75 per share if redeemed during the
12-month period preceding May 15, 2010, at a price equal to $25.50 per share if redeemed during the 12-month period preceding May 15,
2011, at a price equal to $25.25 per share if redeemed during the 12-month period preceding May 15, 2012, and at a price equal to
$25 per share if redeemed on or after May 15, 2012, plus, in all cases, all declared and unpaid dividends at the date fixed for redemption.

Issuance and redemption of preferred shares
On January 31, 2003, the Bank issued 8,000,000 first preferred shares with non-cumulative preferential dividends at a quarterly rate of
$0.365625 per share, Series 15, for a consideration of $195 million, net of fees of $5 million.

On May 15, 2003, the Bank redeemed for cancellation all 5,000,000 first preferred shares with non-cumutative dividends, Series 12, at a
price equal to $25 per share, plus all declared and unpaid dividends until the date of redemption.

Repurchase of common shares

On December 8, 2003, the Bank commenced a normal course issuer bid for the repurchase of up ta 8,700,000 common shares over a
12-month period ending no later than December 7, 2004. Purchases were made in the open market at market prices through the facilities
of The Toronto Stock Exchange. Premiums paid above the average carrying value of the common shares were charged to retained earnings.
As at October 31, 2004, the Bank completed the repurchase of 8,700,000 common shares at a cost of $382 million, which reduced common
equity capital by $80 million and retained earnings by $302 million.

On January 20, 20083, the Bank commenced a normal course issuer bid for the repurchase of up to 9,100,000 common shares over a
12-month period ending no later than January 19, 2004. Purchases were made in the open market at market prices through the facilities
of The Toronto Stock Exchange. Premiums paid above the average carrying value of the common shares were charged to retained earnings.
As at October 31, 2003, the Bank completed the repurchase of 9,100,000 common shares at a cost of $298 million, which reduced common
equity capital by $82 million and retained earnings by $216 million.

Reserved common shares
As at October 31, 2004, 3,964,354 common shares (2003: 4,251,099) were reserved under the Dividend Reinvestment and Share Purchase
Plan and 16,155,918 common shares (2003: 17,392,723} were reserved under the Stock Option Plan.

In connection with the acquisition of Putnam Lovell Group Inc., 476,119 common shares were reserved, with issuance contingent upon
certain profitability targets being met as at December 31, 2004. If applicable, the value of the shares granted will increase goodwill.

Restriction on the payment of dividends

Under the Bank Act, the Bank is prohibited from declaring dividends on its common or preferred shares if there are reasonable grounds
for believing that thé Bank would, by so doing, be in contravention of the regulations of the Bank Act or the guidelines of the Superintendent
with respect to capital adequacy and liquidity. In addition, the ability to pay common share dividends is restricted by the terms of the
outstanding preferred shares pursuant to which the Bank may not pay dividends on its common shares without the approval of the hotders
of the outstanding preferred shares, unless all preferred share dividends have been declared and paid or set aside for payment.
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15 Stock-Based Compensation

The Bank has four stock-based compensation plans:

Stock Appreciation Rights (SARs) Plan

The Bank offers a Stock Appreciation Rights Plan to senior management and other key employees of the Bank and its subsidiaries
{"designated employees”]. Under the SARs Plan, when designated employees exercise their SARs, they receive a cash amount equal to
the difference between the market price of a common share of the Bank on the exercise date of the SAR and the exercise price of the
SAR. The exercise price of each SAR awarded is equal to the market price of the stock at closing on the day before the date of the award.
SARs vest evenly over a four-year period and expire 10 years from the award date or, in certain circumstances set out in the Plan, within
specified time limits.

2004 2003
Weighted Weighted
average average
Number exercise Number exercise
of SARs price of SARs price
SARs Plan

Outstanding at beginning 1,269,640 $ 17.71 1,869,225 $ 17.42
Awarded 16,000 $ 41.00 24,500 $ 30.95
Exercised (566,310} $ 17.19 (600,285) $ 17.31
Cancelled (3,650} $ 27.34 (23,800) $ 19.01
Outstanding at end 715,680 $ 18.59 1,269,640 $ 17.71
Exercisable at end ' 668,649 $ 17.58 956,293 $ 17.20

SARs SARs
Exercise price outstanding exercisable Expiry date
$13.50 ‘ 66,100 66,100 December 2006
$24.50 ‘ 5,900 5,900 December 2007
$25.00 7,025 7,025 December 2008
$17.35 556,080 556,080 December 2009
$24.90 25,025 18,769 December 2010
$28.01 19,550 9,775 December 2011
$30.95 20,000 5,000 December 2012
$41.00 16,000 - December 2013

Total ] 715,680 668,649

Stock Option Plan

The Bank offers a Stock Option Plan to senior management and other key employees of the Bank and its subsidiaries ("designated
employees”]. Under the Bank’s Stock Option Plan, options are periodically awarded to designated employees. These options provide
employees with the right to subscribe for common shares of the Bank at an exercise price equal to the market price of shares on the day
before the date of the award. The options vest evenly over a four-year period and expire 10 years from the award date or, in certain
circumstances set out in the Plan, within specified time limits. The maximum number of common shares that may be issued under the
Stock Option Plan is 16,155,918 as at October 31, 2004. The maximum number of common shares reserved for a participant may not
exceed 5% of the total number of Bank shares issued and outstanding. Each participant in the SARs Plan who is a resident of Canada
may exchange each SAR held for a stock option governed by the Stock Option Plan at an exercise price representing the market value of
a common share at.closing on the day preceding the date the optjon is exchanged.
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15 Stock-Based Compensation (cont.]
2004 2003
Weighted Weighted
‘ average average
Number exercise Number exercise
of options price of options price
Stock Option Plan
Outstanding at beginning 6,134,765 $ 26.40 5,692,822 $ 24.38
Awarded 1,376,900 $ 41.00 1,542,700 $ 30.95
Exercised (1,240,055) $ 23.39 {858,482 $ 20.65
Cancelled (90,650) $ 30.04 {242,275) $ 28.45
Outstanding at end 6,180,960 $ 30.20 6,134,765 $ 26.40
Exercisable at end 2,826,403 $ 25.72 2,788,017 $ 23.48
Options Options
Exercise price outstanding exercisable Expiry date
$11.00 86,930 86,930 December 2005
$13.50 92,500 92,500 December 2006
$25.20 ‘ 309,700 309,700 December 2007
$25.20 564,870 564,870 December 2008
$24.90 : 931,690 698,768 December 2010
$28.01 ) 1,480,070 740,035 December 2011
$30.95 ' 1,349,400 333,600 December 2012
$41.00 , 1,365,800 - December 2013
Total ) 6,180,960 2,826,403

The fair value on the grant date of options awarded in 2004 was estimated at $9.10 (2003: $6.90] using the Black-Scholes model.
The following assurhptions were used: i) a risk-free interest rate of 4.37% (2003: 4.54%], ii} an expected life of options of 4 years (2003:
6 years), iii] an expected volatility of 27% (2003: 27%), and iv} an expected dividend yield of 5.00% (2003: 3.36%).

The compensation expense recorded for these stock options was $5 million for the year ended October 31, 2004 (2003: $2 million).
The offsetting entry.was credited to contributed surplus.

Deferred Stock Unit Plan for Officers

The Deferred Stock Unit ("'DSU") Plan for Officers is for certain members of senior management and other key employees of the Bank
and its subsidiaries; A total of 328,851 DSUs were outstanding as at October 31, 2004 (2003: 215,965). The expense for the Plan amounted
to $7 million in 2004 (2003: $2 million).

Employee Share Ownership Plan

Under the Bank's Employee Share Ownership Plan, employees who meet the eligibility criteria can contribute up to 8% of their annual
gross salary by way of payroll deductions. The Bank matches 25% of the employee contribution amount, to a maximum of $1,500 per
annum. Bank contributions vest to the employee after one year of continuous participation in the Plan. Subsequent contributions vest
immediately. The Bank's contributions, amounting to $4 million in 2004 {2003: $4 million], were charged to "Operating expenses” when paid.
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16 Income Taxes

The Bank’s income taxes for the years ended October 31 in the consolidated financial statements are as follows:

200 2003
Consolidated Statement of Income
Income taxes ‘ 318 277
Consolidated Statement of Changes in Shareholders’ Equity
Income taxes related to
Share issuance expenses - (2)
Dividends on preferred shares, Series 12, 13 and 15 1 -
Unrealized foreign currency translation adjustments 31 63
32 61
350 338
Income taxes were as follows:
Current income taxes 300 333
Future income taxes relating to the inception
and reversal of temporary differences 50 5
Income taxes 350 338
The temporary differences and carryforwards resulting in future income tax assets and liabilities are as follows:
200 200
Future income tax assets
Allowance for credit losses and other liabilities 294 307
Accrued benefit liability - Other benefit plans 30 27
- 324 334
Future income tax liabilities
Premises and equipment 20 19
Securitization 30 32
Accrued benefit asset - Pension benefit plans 108 103
Other 97 61
255 215
Reconciliation of the Bank’s income tax rate for the years ended October 31 is as follows:
2004 2003
$ % $ %
Income before income taxes and non-controlling interest 1,071 100.0 928 100.0
Income taxes at Canadian statutory income tax rate 364 34.0 335 36.1
Reduction in income tax rate due to:
Tax-exempt income from securities,
mainly dividends from Canadian corporations (40) (3.7) (35) (3.8
Capital gain - - {6) (0.6]
Rates applicable to:subsidiaries abroad (32} (3.0) (30) (3.2}
Federal large corporations tax and surtax 5 0.5 7 0.8
Other items ‘ 21 1.9 6 0.6
‘ [46) (4.3) (58] (6.2
Income taxes and effective income tax rate 318 29.7 277 29.9
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17 Earnings per Share

Diluted net earnings per common share are calculated based on net income, less dividends on non-convertible preferred shares divided
by the average number of common shares outstanding.

2004 200

Net income $ 725 $ 624
Dividends on prefersed shares (23) (25)
Net income available to common shareholders - basic and diluted 702 599
Average number of common shares outstanding (thousands/
Average basic number of common shares outstanding 170,918 177,751
Adjustment to number of common shares

Stock options 2,358 1,484
Average diluted number of common shares outstanding 173,276 179,235

Guarantees, Commitments and Contingent Liabilities

Guarantees

On April 30, 2003, the Bank adopted the requirements of CICA Accounting Guideline No. 14 “Disclosure of Guarantees” [AcG-14).
This Guideline broadens the definition of guarantees and requires that the guarantor disclose significant information on the guarantees
which it has provided. ‘

AcG-14 defines a guarantee as a contract (including an indemnity) that contingently requires the guarantor to make payments [either in
cash, financial instruments, other assets or shares of the entity, or provision of services) to the beneficiary due to la) changes in interast
rate, security or commodity price, foreign exchange rate, index or other variable, including the occurrence or non-occurrence of a specified
event, that is related to an asset, a liability or an equity security of the beneficiary of the guarantee, (b) failure of a third party to perform
under a contractual agreement or (c] failure of a third party to pay its indebtedness when due.

Significant guarantees issued by the Bank and in effect as at October 31, 2004 are described below.

Letters of guarantee

In the normal course of business, the Bank issues letters of guarantee. These letters of guarantee represent irrevocable commitments that
the Bank will make payments in the event that a client cannot meet its financial obtigations to third parties. The Bank’s policy for requiring
collateral security with respect to letters of guarantee is similar to that for loans. Generally, the term of these letters of guarantee is less
than two years. The maximum potential future payments for letters of guarantee totalled approximately $1,225 million as at Cctober 31,
2004 (2003: $903 million). The general allowance for credit losses covers all credit risks including those relating to letters of guarantee.

Backstop liquidity facilities
The Bank provides backstop liquidity facilities under asset-backed commercial paper conduit programs administered by it further to
securitization operations. The Bank also administers a multi-seller conduit that buys various financial assets from clients and finances
these purchases by issuing asset-backed commercial paper. The Bank also provides backstop liquidity facilities for commercial paper
to this multi-seller conduit.

The backstop liquidity facilities may only be drawn upon if, after market disruption, the conduit was unable to access the commercial
paper market. These guarantees have a duration of less than one year and are renewable periodically. The terms of the backstop liquidity
facilities do not require the Bank to advance money to the conduit in the event of a bankruptcy or to fund non-performing or defaulted
assets. None of the backstop liguidity facilities provided by the Bank have been drawn upon to date. As at October 31, 2004, the maximum
potential future payments the Bank may be required to make under these backstop tiquidity facilities was $1,378 million (2003:
$441 million]. No amount has been accrued in the Consolidated Balance Sheet with respect to these backstop liquidity facilities.
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Guarantees, Commitments and Contingent Liabilities [cont.)

Derivatives :

In the normal course of business, the Bank enters into written put options to meet the needs of its clients and for its own risk management
and trading activities. Put options are contractual agreements where the Bank conveys to the purchaser the right, but not the obligation,
to sell to the Bank by or before a predetermined date, a specific amount of currency, commodity or financialinstrument, at a price agreed
to when the option is contracted. Written put options that qualify as a guarantee under AcG-14 include primarily over-the-counter currency
options with companies other than financial institutions and over-the-counter stock options when it is probable that the counterparty
holds the underlying securities. The terms of these options vary based on the contracts but do not exceed two years. The maximum
potential future payments with respect to these options sold totalled $385 million as at October 31, 2004 (2003: $1,022 million). As at that
date, the Bank recorded a liability of $3 million in the Consolidated Balance Sheet with respect to these written put options {2003:
$5 million).

Securities lending

Under securities lending agreements the Bank has entered into with certain clients who have entrusted it with the safekeeping of their
securities, the Bank, as the agent for these clients, lends their securities to third parties and indemnifies these clients in the event of
loss. In order to protect itself against any contingent loss, the Bank requires as security from the borrower a cash amount or highly liquid
marketable securities with a fair value greater than that of the securities loaned. The fair value of the securities loaned totalled
$761 million as at October 31, 2004 (2003: $579 million). No amount has been accrued in the Consolidated Balance Sheet with respect
to potential indemnities resulting from these securities lending agreements.

Sale of a business and operations

Under agreements for the sale of a business and operations, the Bank agreed to indemnify the purchaser for losses incurred resulting
from certain types of claims from the Bank's past conduct of the business or operations, as well as any representations and guarantees
that may have been incorrect on the date they were made. Where the maximum potential future payments are Limited by the agreements,
the maximum amount for all such agreements totalled $230 million as at October 31, 2004 (2003: $244 million). One of these agreements
does not limit the maximum potential future payments if the guarantee is enforced. The nature of these commitments prevents the Bank
from estimating theimaximum potential liability it may be required to pay. The applicable periods of the various indemnification clauses
are described in the agreements and may vary. No amount has been accrued in the Consolidated Balance Sheet with respect to these
indemnification agreements.

Other indemnification agreements ‘

In the normal course of business, including securitization activities, the Bank enters into contractual agreements other than those
described above. Under these agreements, the Bank undertakes to compensate the counterparty for costs incurred as a result of litigation,
changes in laws and regulations lincluding tax legislation), claims with respect to past performance, incorrect representations or the
non-performance of certain restrictive covenants. Moreover, as a member of a securities transfer network and pursuant to the membership
agreement and the regulations governing the operation of the network, the Bank granted a movable hypothec to the network that could
be used in the event another member fails to meet its contractual obligations. The nature of these commitmants prevents the Bank from
estimating the maximum potential liability it may be required to pay. The duration of these agreements is stipulated in each contract. No
amount has been accrued in the Consolidated Balance Sheet with respect to these agreements.

Other guarantee

Pursuant to a mutual guarantee agreement required by a regulatory autharity, a subsidiary of the Bank has agreed to guarantee all
commitments, debts and liabilities of a company subject to significant influence to the maximum of its regulatory capital, $22 mitlion as
at October 31, 2004 (2003: $28 million]. This guarantee expires on the date the investment in the company subject to significant influence
is sold, or sooner if deemed appropriate by the regulatory authority. To date, this guarantee remains undrawn and no amount has been
accrued in the Consolidated Balance Sheet with respect to the agreement.
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18 Guarantees, Commitments and Contingent Liabilities {cont.}

Commitments
As at October 31, 2004, minimum commitments under leases, contracts for outsourced information technology services and other leasing
agreements are as follows:

Service Equipment

Premises contracts and furniture Total

2005 99 192 ) 297
2006 ‘ 94 183 2 279
2007 83 179 1 263
2008 ! 75 17 - 246
2009 49 163 - 232
2010 and thereafter 422 390 - 812
842 1,278 9 2,129

Pledged assets
Inthe normal course of business, the Bank pledges securities and other assets as collateral for various liabilities it contracts. A breakdown
of assets pledged as collateral is provided below.

As at October 31

2004 2003
Assets pledged to:
- Bank of Canada 25 25
- Direct clearing organizations 2,812 3,395
Assets pledged in relation to:
- Derivative transactions 544 202
- Borrowing, securities lending and securities sold under repurchase agreements 12,016 9,304
~ Other 643 225
Total 16,040 13,151

Credit instruments

In the normal course of business, the Bank enters into various off-balance sheet commitments. The credit instruments used to meet the
financing needs of its clients represent the maximum amount of additional credit the Bank could be obligated to extend if the commitments
were fully drawn.

As at October 31
2004 2003
Letters of guaranteel’) 1,225 903
Documentary letters of credit!2) 102 93
Credit card loansid) o 4,882 4,838
Commitments to extend credit(3 ' '
Original term of one year or less 6,756 6,415
Original term of more than one year 10,346 9,689

{1} See "Letters of guarantee” on page 115.

{2} Documentary letters of credit are documents jasued by the Bank and used in international trade to enable a third party to draw drafts on the Bank up to an
amount established under specific terms and conditiens, these instruments are collateralized by the delivery of the goods they represent,

{3} Credit card loans and commitments to extend credit represent the undrawn portions of credit authorizations granted in the form of loans, acceptances,
letters of guarantee and documentary letters of credit. The Bank is required at all times to make the undrawn portion of the authorization available, subject
to certain conditiors.
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Guarantees, Commitments and Contingent Liabilities (cont.)

Other commitments

The Bank acts as an investor in investment banking activities by entering into agreements to finance external private equity funds and
investments in equity and debt securities at market value at the time the agreements are signed. In connection with these activities,
the Bank had commitments to invest up to $747 million as at October 31, 2004 (2003: $647 million).

Litigation ‘

in the normal course of business, the Bank is engaged in various legal proceedings, most of which are related to lending activities and
arise when the Bank takes measures to collect delinquent loans. Recently, motions for authorization to institute class action suits were
filed against various financial institutions, including the Bank, contesting, among other things, certain transaction fees. The subsidiary
National Bank Financialis also engaged in various legal proceedings in the normal course of business. Most of these proceedings concern
services to individual investors and may relate to the suitability of investments. In Management's cpinion, based on past experience, the
related aggregate potential liabitity will not have a material impact on the Bank's financial position.

19 Derivative Financial Instruments

Derivative financial instruments are financial contracts whose value is derived from an underlying interest rate, exchange rate, or equity,
commodity or credit instrument or index. The Bank uses these instruments to accommodate the needs of its clients and for its own risk
management and trading activities.

The main derivative financial instruments used are as follows:

Foreign exchange forward contracts are tailor-made agreements transacted between counterparties in the over-the-counter market to
buy or sell foreign currencies for delivery on a future date at a specified rate.

Futures are contractual obligations to buy or deliver a specific amount of currency, commodities or financial instruments on a future
date at a specified price. Futures are standardized contracts traded on organized exchanges and are subject to daily cash margining.

Forward rate agreements are contracts fixing an interest rate to be paid or received, calculated on a notional principal amount, with a
specified maturity commencing at a specified future date.

Swaps are transactions in which two parties agree to exchange cash flows having specific characteristics in terms of rates (fixed or
floating), currency, commodity price, index, etc. based on a notional principal amount for a specified period of time.

Optians are agreements between two parties in which the writer of the option conveys to the buyer the right, but not the obligation, to
buy or to sell, at or'by a predetermined date, a specific amount of currency, commodities or financial instruments at a price agreed to
when the option is arranged. The writer receives a premium for selling this instrument.

Notional principal amounts
Notional principal amounts, which are presented off balance sheet, represent the set underlying principal of a derivative instrument and
serve as a reference for currency and interest rates and stock market prices to determine the amount of cash flows to be exchanged.
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Derivative Financial Instruments (cont.]

Remaining term to maturity 2004 2003
Contracts Contracts
held hetd
for trading Within 3to 12 1ta5 Over Total for trading Total
purposes 3 months months years Syears contracts purposes contracts
Foreign exchange contracts
OTC contracts
Forwards 6,277 4,126 1,482 698 - 6,306 6,652 6,748
Swaps 25,227 19,236 9,154 1,169 - 29,559 36,874 42,889
Options purchased 5514 3,395 1,788 331 - 5,514 9,459 9,459
Options written 5,284 2,867 2,163 254 - 5,284 9,676 9,676
Total 42,302 29,624 14,587 2,452 - 46,663 62,661 68,772
Exchange-traded contracts
Futures
Long positions 90 90 - - - 90 9 9
Short positions 62 3 32 27 - 62 306 306
Options purchased 30 30, - - - 30 160 160
Options written 1 1 - - - 1 1L N
Total 183 124 32 27 - 183 486 486
Interest rate contracts
OTC contracts
Forward rate agreements 7,033 1,675 5,283 75 - 7,033 7,487 7,487
Swaps . 95,709 38,983 30,776 39.391 7,611 116,761 66,528 88,477
Options purchased 12,908 3,476 8,340 1,265 76 13,157 7,275 7,590
Options written 13,566 3,914 8,331 1,319 2 13,566 13,455 13,455
Total 129,216 48,048 52,730 42,050 7,689 150,517 94,745 117,009
Exchange-traded contracts
Futures
Long positions 12,316 1,197 9,606 1,513 - 12,316 6,804 6,804
Short positions 20,756 8,228 13,442 - - 21,670 15,584 16,862
Options purchased . 21,748 18,732 3,016 - - 21,748 31,115 31,115
Options written 21,002 13,381 7,621 - - 21,002 28,761 33,706
Total 75,822 41,538 33,685 1,513 - 76,736 82,264 88,487
Equity, commodity and
credit derivative contracts
OTC contracts
Forwards 107 1 14 33 59 107 164 164
Swaps 13,166 6,089 4,807 1814 456 13,166 7,993 8,018
Options purchased 1,635 63 380 995 197 1,635 640 648
Options written 1,405 40 101 1,036 208 1,405 342 342
Total 16,313 6,213 5,302 3,878 920 16,313 9,139 9,172
Exchange-traded contracts
Futures
Long positions 94 94 - - - 94 86 102
Short positions 755 707 43 5 - 755 1,012 1,012
Options purchased 387 210 103 51 27 391 219 219
Options written 102 78 22 " - 11 24 24
Total 1,338 1,089 168 67 27 1,351 1,341 1,357
Total 2004 265,174 126,636 106,504 49,987 8,636 291,763 250,636 285,283
Total 2003 250,636 120,693 106,655 47,986 9,949 285,283
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Derivative Financial Instruments [cont.)

Credit risk

Credit risk on derivative financial instruments is the risk of a financial loss occurring as a result of a counterparty failing to honour its
contractual abligations to the Bank. The current replacement cost, which is the positive fair value of all outstanding derivative financial
instruments, represents the Bank's maximum credit derivative exposure. The credit equivalent amount is calculated by taking into account
the current replacement cost of all outstanding contracts in a gain position, potential future exposure and the impact of master netting
agreements. The risk-weighted amount is the credit equivalent amount multiplied by the counterparty risk factors prescribed by the
Superintendent. The Bank negotiates master netting agreements with counterparties with which it has significant credit risk exposure
resulting from derivative transactions. Such agreements provide for the simultaneous close-out and settling of all transactions with a
counterparty in the event of default. Some of these agreements also provide for the exchange of collateral between parties where the
fair value of outstanding transactions between the parties exceeds an agreed threshold.

As at October 31, credit risk exposure on the derivatives portfolio is as follows:

2004 2003

Current replacement cost Current replacement cost
Credit Risk- Credit Risk-
Non- equiv-  weighted Non- equiv- weighted

Trading" trading Total alent amount Tradingl! trading Total alent  amount

Interest rate contracts 743 376 1,119 '1,443 281 509 514 1,023 1172 225
Foreign exchange contracts 1,11 23 1,134 1,619 354 1,403 75 1,478 2,280 515
Equity, commodity and credit

derivative contracts 841 4 845 2,048 504 597 3 600 1,346 380

‘ 2,695 403 3,098 5,110 1,139 2,509 592 3,101 4,798 1,120
Impact of master netting ’

agreements {1,560) - (1,560} (2,394) {535} (1,586) - {1,586 (2,319] (534)
1,135 403 1,538 2,76 604 923 592 1,515 2,479 586

[1) Excluding, in atcordénce with the guidelines of the Office of the Superintendent of Financial Institutions Canada, exchange-traded instruments and forward
contracts with an original maturity of 14 days. The total positive fair value of these excluded contracts amounted to $40 miltion as at October 31, 2004
{2003: $51 mition).

Fair value

The fair value of derivatives is determined before factoring in the impact of master netting agreements. When available, market prices
are used to determine the fair value of derivatives. Otherwise, fair value is determined using pricing models that incorporate current
market prices and the contractual prices of the underlying instruments, the time value of money, yield curves and volatility factors.
If necessary, fair value is adjusted to take market, model and credit risks into account, as well as related costs.

As at October 31, 2004, the positive fair value of trading derivatives is presented in “Other assets” on the Consolidated Balance Sheet.
The negative fair value is presented under “Other liabilities.” Figures as at October 31, 2003 have been reclassified to conform with the
presentation adopted in the current year.
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Derivative Financial Instruments [cont.)

As at October 31, the fair value of derivative financial instruments is as follows:

2004 2003

[millions of dollars] Positive  Negative Net Positive  Negative Net
Contracts held for trading purposes
Interest rate contracts

Forwards 6 7 (1} 10 4 b

Swaps 675 501 174 481 409 (128]

Options 72 65 7 27 48 (21)

Total 753 573 180 518 661 (143)
Foreign exchange contracts

Forwards 54 143 (89} 74 183 (109

Swaps 971 603 368 1,195 724 471

Options 102 157 (55) 165 213 (48)

Total . 1127 903 224 1,434 1,120 314
Equity, commodity and credit

derivative contracts

Forwards 24 171 (147) 59 147 (88)

Swaps 615 475 140 492 372 120

Options 216 264 (48) 57 27 30
Total 855 910 155) 608 546 62
Total - Contracts held for trading purposes 2,735 2,386 . 349 2,560 2,327 233
Contracts held for non-trading purposes
Interest rate contracts

Forwards - - - - - -

Swaps 374 183 191 512 145 367

Options 2 - 2 2 - 2
Total 376 183 193 514 145 369
Foreign exchange contracts

Forwards - - - - - -

Swaps 23 50 (27 75 227 {152)

Options - - - - - -
Total : 23 50 27) 75 227 [152)
Equity, commodity and credit

derivative contracts

Forwards - - - - - -

Swaps - - - 1 - 1

Options ) 4 1 3 2 - 2
Total 4 1 3 3 - 3
Total - Contracts held for non-trading purposes 403 234 169 592 372 220
Total fair value 3,138 2,620 518 3,152 2,699 453
Impact of master netting agreements {1,577) {1,577) - (1,600) (1,600} -

1,561 1,043 518 1,552 1,099 453
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As at October 31, the distribution of risk exposure by counterparty is as follows:

Derivative Financial Instruments {cont.)

2004 2003
Replace- Replace-

ment Credit ment Credit

cost equivalent cost equivalent

GECD governments 13 625 31 407
OECD banks 2,545 1,473 2,432 1,501
Other 540 618 638 571
Total 3,098 2,76 3,101 2,479

Geographic Distribution of Earning Assets by Ultimate Risk

2004 2003
$ % $ %
North America
Canada 63,103 85.4 62,698 84.3
United States 6,111 8.3 4,717 6.3
69,214 93.7 67.415 90.6
Europe
United Kingdom 1,087 1.5 2,283 3.1
Germany 244 0.3 648 0.9
Other 2,048 2.8 2,651 3.5
3,379 4.6 5,682 7.5
Asia and Pacific 612 0.8 1,091 1.5
Latin America and Caribbean 627 0.9 315 0.4
Middle East and Africa 30 - 18 -
Earning assets as at September 30 73,862 100.0 74,421 100.0
Other assets as at September 30 9,483 9,456
Net change in assets in October 5,462 1.054
Total assets as at October 31 88,807 84,931

Earning assets are those which bear interest. Consequently, they do not include cash, cheques and other items in the clearing process
{net value), customers’ liability under acceptances, premises and equipment, and other assets. The Bank's earning assets as at September
30 were distributed according to location of ultimate risk, i.e., the geographic location of the borrower or, if applicable, the guarantor.

Earning assets are calculated net of any allowance for credit losses. -

There is no material concentration of credit risk in any given operating segment.
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21 Interest Rate Sensitivity Position

The Bank offers a range of financial products for which the cash flows are sensitive to interest rate fluctuation. Interest rate risk arises
from on- and off-balance sheet cash flow mismatches. The degree of exposure is based on the size and direction of interest rate movements
and on the maturity of the mismatched positions. Analyzing interest rate sensitivity gaps is one of the techniques used by the Bank to

manage interest rate risk.

The table below illustrates the sensitivity of the Bank's Consolidated Balance Sheet to interest rate fluctuations as at October 31, 2004.

Non-
Floating Within 3to 12 1to5 Over interest
rate 3 months months years Syears gensitive Total
Assets
Cash resources 1,269 3,700 582 - - 226 5,777
Effective yield 19% 2.6 % - % -%
Securities 1,228 2,130 6,000 8,484 5,608 4,557 28,007
Effective yield 1.0% 2.4 % 38% 39%
Loans 1,371 25,549 5,830 9,021 390 3,833 45,994
Effective yield 38% 49 % 5.7 % 7.0%
Other assets - - - - - 9,029 9,029
3,868 31,379 12,412 17,505 5,998 17,645 88,807
Liabilities and shareholders’ equity
Deposits 2,972 26,788 6,91 13,850 557 2,354 53,432
Effective yield 22% 31% 3.6 % 4.4 %
Other debt(!) - 8,584 . 993 2,025 2,706 4,078 18,386
Effective yield 21% 22% 3.3% 41 %
Subordinated debentures 53 - - - 1,355 - 1,408
Effective yield -% -% - % 6.8%
Acceptances and other liabilities - - - - - 11.377 11,377
Shareholders’ equity - - - 375 - 3,829 4,204
. 3,025 35,372 7.904 16,250 4,618 21,638 88,807
On-balance sheet gap 843 (3,993] 4,508 1,255 1,380 (3,993) -
Derivative financial instruments - (27.772) 13,414 14,164 194 - -
Total 843 [31,765) 17,922 15,419 1,574 (3,993) -
Position in Canadian dollars
On-balance sheet total 187 335 3,054 24 460 (3,999) 61
Derivative financialjinstruments - (15,288) 6,318 8,553 116 - (301)
Total ] 187 {14,953) 9.372 8,577 576 (3,999) (240)
Position in foreign currency
On-balance sheet total 456 (4,328) 1,454 1,231 920 6 (61)
Derivative financialiinstruments - (12,484) 7,096 5,611 78 - 301
Total 656 (16,812) 8,550 6,842 998 b 240
Total 2004 843 (31,765] 17,922 15,419 1,574 (3,993) -
Total 2003 67 {18,920] 11,574 6,298 2,839 {1,858) -

{1} Obligations related to securities sold short and securities sold under repurchase agreements.

Effective yield represents the weighted average effective yield based on the earlier of contractual repricing and the maturity date.
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22 Fair Value of Financial Instruments

The following table presents the fair value of balance sheet financial instruments, except for instruments whose fair value is estimated
to approximate their carrying value. This fair value is determined using the valuation methods and assumptions described below.
The fair values of derivative financial instruments are not included in the table and are presented separately in Note 19.

Fair value represents the amount at which a financial instrument could be exchanged in an arm’s length transaction between willing
parties under no compulsion to act and is best evidenced by a quoted market price. if no quoted market prices are available, the fair
values presented are estimates derived using present value or other valuation techniques and may not be indicative of the net realizable
value.

The fair values disclosed exclude the values of assets and liabilities that are not considered financial instruments such as premises and
equipment. Due to the judgment used in applying a wide range of acceptable valuation techniques and estimations in calculating fair
value amounts, fair values are not necessarily comparable among financial institutions. The calculation of estimated fair values is based
on market conditions at a specific point in time and may not be reflective of future fair values.

2004 2003
Carrying Fair  Carrying Fair
value value value value

Assets ]
Securities 28,007 28,131 26,179 26,307
Loans 41,498 41,700 38,381 38,758

Liabilities

Deposits i - 53,432 53,682 51,463 51,831
Subordinated debentures 1,408 1,496 1,516 1,627

Valuation methods and assumptions

Securities :

The fair value of securities is presented in Note 4 to the consolidated financial statements. it is based on quoted market prices. If quoted
market prices are not available, fair value is estimated using the quoted market prices of similar securities.

Loans

The fair value of floating-rate loans is assumed to approximate their carrying value. The fair value of other loans is estimated based on
a discounted cash flows calculation that uses market interest rates currently charged for similar new loans as at the balance sheet date
applied to expected maturity amounts (adjusted for any prepayments). '

Deposits

The fair value of fixed-rate deposits is determined by discounting the contractual cash flows, using market interest rates currently offered
for deposits with the same remaining terms to maturity. The fair value of deposits with no stated maturity is assumed to approximate
their carrying value;

Subordinated debentures
The fair value of subordinated debentures is determined by discounting the contractual cash flows, using market interest rates currently
offered for similar financial instruments with the same remaining term to maturity.
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23 Related Party Transactions

The Bank grants loans to its directors and officers under various conditions. The balance of loans granted is:

2004 2003
Mortgage loans 3 2
Other loans 71 83

Since January 1, 2003, loans to eligible officers have been granted under the same conditions as those applicable to loans granted to any
other employee of the Bank. The principal conditions are as follows: the employee must meet the same credit requirements as a client;
mortgage loans are granted at the market rate less 2%; personal loans and credit card advances bear interest at the client rate divided
by 2; and personal lines of credit bear interest at the Canadian prime rate less 3%, but never lower than Canadian prime divided by 2.

For personal loans, credit cards advances and personal lines of credit, employees may not borrow mare than 50% of their annual salary
at the reduced rate. The Canadian prime rate is applied to the remainder.

Loans granted to officers before January 1, 2003 are administered according to the conditions previously in effect, for a transitional period
ending December 31, 2005. These conditions are as follows: loans to directors are granted under market conditions for similar risks;
residential mortgage loans to officers are granted at the market rate divided by 3 for the first $50,000 and at the lower of the market rate
divided by 3 and the market rate less 5% for the remainder; and other loans granted to officers, mainly personal lines of credit, bear
interest at the prime rate divided by 2 for the first $10,000 to $20,000 and at the lower of prime less 3% and prime divided by 2 for the
remainder, to an aggregate maximum of 50% of the officer’s annual salary.

24 Segment Disclosures

The Bank carries out its activities in three reportable segments, defined below. The other operating activities are grouped for presentation
purposes. Each reportable segment is distinguished by services offered, type of client and marketing strategy. The operations of each of
the Bank’s reportable segments are summarized below.

Personal and Commercial
The Persanal and Commercial segment comprises the branch network, intermediary services, credit cards, insurance, commercial
banking services and real estate.

Wealth Management
The Wealth Management segment comprises full-service retail brokerage, discount brokerage, mutual funds, trust services and portfolio
management.

Financial Markets
The Financial Markets segment encompasses corporate financing and lending, treasury operations, including asset and liability management
for the Bank, and corporate brokerage.

Other
This heading comprises securitization transactions, certain non-recurring items, and the unallocated portion of centralized services.

The accounting policies are the same as those presented in the note on accounting policies (Note 1), with the exception of the net interest
income, other income and income taxes of the operating segments, which are presented on a taxable equivalent basis. Taxable equivalent
basis is a calculation method that consists in grossing up certain tax-exempt income by the amount of income tax that would have been
otherwise payable. The impact of these adjustments is reversed under the "Other” heading. Head office expenses are allocated to each
operating segment and disclosed in segmented results. The Bank assesses performance based on net income. Intersegment revenues
are recognized at the exchange amount. Segment assets correspond to average assets directly used in segment operations.
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24 Segment Disclosures {cont.)

Results by business segment

Personal and Wealth Financial
Commercial Management Markets Other Total
2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
Net interest incomelll 1,289 1,248 93 91 256 186 (255) {201) 1,383 1,324
Other incomel 666 629 650 567 731 745 119 97 2,166 2,038
Total revenues 1,955 1,877 743 658 987 931 (136) (104) 3,549 3,362
Operating expenses 1,216 1,162 576 526 541 527 59 42 2,392 2,257
Contribution 739 715 167 132 446 404 (195) (146] 1,157 1,105
Provision for credit losses 136 155 - - 52 63 (102) (41) 86 177
Income before income taxes and
non-controlling interest 603 560 167 132 394 341 (93) (105) 1,071 928
Income taxes!1) 215 202 58 46 144 122 (99) (93] 318 277
Non-controlling interest - - 4 4 - - 24 23 28 27
Net income [net loss) 388 358 105 82 250 219 (18) (35) 725 624
Average assets 40,544 38,679 834 805 42,364 37,819 (5,070) (5.493) 78,672 71810

{1] Net interest income was grossed up by $62 million {2003: $42 million] and other income by $46 million {2003; $55 million] to bring the tax-exempt income
earned on cerlain securities in line with the income earned on other financial instruments. An equivalent amount was added to income taxes. The effect of
these adjustments is reversed under the "Other " heading.

Results by geographic segment . :
Total revenues are allocated based on the country in which the client conducts business. More than 93.8% (2003: 94.5%) of revenues are
concentrated in Canada.

Comparison with Generally Accepted Accounting Principles in the United States

The consolidated financial statements of the Bank were prepared in accordance with Canadian GAAP. The principal differences resulting
from the application of U.S. GAAP on net income and on the Consolidated Balance Sheet are presented below. In addition, a Consolidated
Statement of Comprehensive Income is presented in conformity with U.S. GAAP.

2004 2003
Reported net income 725 624
Charge for other-than-temporary impairment - (20)
Investment account securities (2) (2)
Sale of premises - FIN 46R (2) (2)
Mutual funds - FIN 46R 13 -
Loan securitization : 6 4
Derivatives and hedging (21) (11)
Income tax effect on above items 2 11
Net income per U.S. GAAP 721 604
Net earnings per common share, basic - U.S. GAAP $4.08 $3.26

Net earnings per common share, diluted - U.S. GAAP $ 4.03 $3.23
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Comparison with Generally Accepted Accounting Principles in the United States {cont.}

Consolidated Statement of Comprehensive Income

2004 2003
Net income per U.S. GAAP 721 604
Other comprehensive income
Change in unrealized gains (losses) on securities available for sale, net of income taxes [income tax savings)
of $(5) (2003: $59) . (6 104
Change in gains {losses) on derivatives designated as cash flow hedges, net of income tax savings
of $(26) (2003: $(35)) (60) [64)
Minimum pension liability adjustment, net of income taxes of $2 (2003: $1) 4 1
Change in unrealized foreign currency translation adjustments, net of income taxes of $31 (2003: $63) {16) (1)
Comprehensive income 643 634
Consolidated Condensed Balance Sheet
2004 2003
Canadian U.S. Canadian us.
GAAP  Increase GAAP GAAP  Increase GAAP
Assets
Cash resources 5,777 2 5,779 7,047 - 7,047
Investment account securities 7,428 176 7,604 6,998 121 7119
Trading account securities 20,561 - 20,561 19,151 - 19,151
Loan substitutes 18 - 18 30 - 30
Securities purchased under B o
reverse repurchase agreements 4,496 T 4,696 3,955 - 3,955
Loans 41,498 - 41,498 38,381 588 38,969
Premises and equipment 267 84 351 263 81 344
Goodwill 662 22 684 660 22 682
Other assets 8,100 288 8,388 8,446 599 9,045
Total assets 88,807 572 89,379 84,931 1,411 86,342
Liabilities
Deposits 53,432 - 53,432 51,463 514 51,977
Other liabilities : 29,393 212 29,605 27,457 533 27,990
Subordinated debentures 1,408 131 1.539 1,516 N4 1.630
Non-controlling interest 370 45 415 398 - 398
Total liabilities ) 84,603 388 84,991 80,834 1,161 81,995
Shareholders’ equity
Preferred shares 375 - 375 375 - 375
Common shares 1,545 24 1,569 1,583 24 1,607
Contributed surplus 7 - 7 2 - 2
Unrealized foreign currency translation adjustments (10) 10 - 6 (6} -
Retained earnings 2,287 27 2,314 2,13 K} 2,162
Accumulated other comprehensive income - 123 123 - 201 201
Total shareholders’ equity 4,204 184 4,388 4,097 250 4,347
86,342

Total liabilities and|shareholders’ equity 88,807 572 89,379 84,931 1,411
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Comparison with Generally Accepted Accounting Principles in the United States (cont.)

Impairment charge

Under Canadian GAAP, unless compelling evidence is provided to indicate otherwise, a decrease in the value of an investment is considered
an other-than-temporary impairment when the carrying value exceeds the market value for a prolonged period. The factors indicative
of an impairment that is other than temporary under Canadian GAAP differ from those under U.S. GAAP as regards the period during
which the carrying value may exceed the market value before it must be concluded that the decrease in value is an other-than-temporary
impairment. In comparison to Canadian GAAP, the period under U.S. GAAP is significantly shorter. Lastly, under U.S. GAAP, when there
has been a loss in value of an investment that is other than a temporary decline, the investment should be written down to fair value,
based on market prices.

Investment account securities

Under U.S. GAAP, investment account securities are separated into two categories: securities available for sale (recognized in the balance
sheet at fair value} and securities held to maturity (carried in the balance sheet at unamortized cost]. Unrealized gains and losses on
securities available for sale, net of income taxes, are presented separately in "Accumulated other comprehensive income” under
“Shareholders’ equity,” while the change in unrealized gains and losses, net of income taxes, is recorded in the Consolidated Statement
of Comprehensive Income. Under U.S. GAAP, the Bank records substantially all investment account securities as available for sale.
Furthermore, under:U.S. GAAP, all obligations related to securities sold short must be recorded at fair value as liabilities, and any changes
in fair value must be accounted for in the Consolidated Statement of Income. Under Canadian GAAP, securities sold short that are used
in hedging relationships are recorded at unamortized cost. Gains and losses realized on these securities are included in the Consolidated
Statement of Income concurrently with the gains and losses on the hedged items.

Sale of premises

Under Canadian GAAP, the head office building leases are considered a sales-type lease followed by an operating lease as a lessee.
Under U.S. GAAP [SFAS No. 98 “Accounting for Leases”], in order to be accounted for as a sales-type lease, title of property must be
transferred at the end of the lease term; therefore, the two leases must be accounted for as operating leases. Consequently, the building
remains on the balance sheet, and the proceeds received are recorded as a liability. In addition, under new FASB Interpretation No. 46
(FIN 46R), revised in Becember 2003, on the consolidation of variable interest entities (“VIEs™), applicable to quarters ending after
March 15, 2004, the Bank, as the primary beneficiary, must consolidate, as of October 31, 2004, the VIE that leases the head office building
under a capital lease. VIEs are entities in which equity investors do not have controlling financial interest or where the equity investment
at risk is not sufficient to permit the entity to finance its activities without additional subordinated financial support provided by other
parties. The primary beneficiary is the party that receives the majority of the expected residual returns and/or absorbs the majority of
the entity's expected losses. The Canadian standard, Accounting Guideline No. 15 "Consolidation of Variable Interest Entities” [AcG-15),
is harmonized with FIN 46R and will apply to the Bank effective November 1, 2004.

Loan securitization:

A new Canadian GAAP standard applies to loan securitization transactions carried out as of July 1, 2001, substantially harmonizing the
Canadian accounting treatment with that required under U.S. GAAP. However, certain differences remain with respect to transactions
entered into before July 1, 2001 and the conditions under which special purpose entities ("SPEs”] require consolidation. Under Canadian
GAAP, SPEs are consolidated only when the Bank is deemed to control these SPEs and retains substantially all the residual risks and
rewards of the SPEs. U.S. GAAP, applicable in 2003, required SPEs to be consolidated unless they received a substantial investment from
an independent third party or they qualified as entities because their activities were sufficiently limited. In 2004, under new U.S. FIN 46R,
the Bank must consolidate SPEs, other than qualifying special purpose entities which are specifically exempt from consolidation, if the
Bank is the primary beneficiary. Under Canadian standards, the Bank has not consolidated any SPEs in 2003 and 2004, whereas under
U.S. standards, two entities were consolidated in 2003 (total assets: $588 million) and no entities were consolidated in 2004.

Mutual funds

Under U.S. GAAP [FIN 46R], in 2004 the Bank must consolidate certain mutual funds it manages because, by virtue of its investments in
these funds, the Barik is deemed to be the primary beneficiary. In accordance with current consolidation standards under Canadian GAAP,
the Bank is not required to consolidate these mutual funds. However, effective November 1, 2004, following the adoption of AcG-15, the Bank
will have to consolidate them.

Derivative financial instruments

Under Canadian GAAP, derivatives used in sales or trading activities as well as instruments that do not qualify for hedge accounting are
recorded on the Consolidated Balance Sheet at fair value. Under the U.S. standard, the Bank is required to recognize all derivatives at
fair value on the Consolidated Balance Sheet as an asset or liability. The Canadian and U.S. accounting treatments for derivatives held
for sale or trading are therefore the same.
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Comparison with Generally Accepted Accounting Principles in the United States (cent.}

However, the Canadian and U.S. accounting treatments for derivatives held for hedging purposes differ. In accordance with the U.S.
standard, changes in the fair value of derivatives designated as fair value hedges are recorded in income and are generally offset by
changes in the fair value of the hedged items. With respect to derivatives designated as cash flow hedges, the effective portion of the
changes in fair valué.is recorded as a separate component of comprehensive income in the Consolidated Statement of Comprehensive
Income until the hedged items are recognized in the Consolidated Statement of Income. The ineffective portion of the changes in fair
value of a hedged item is always recognized in the Consolidated Statement of Comprehensive Income.

Minimum pension liability

Under U.S. GAAP ISFAS No. 87 "Employers’ Accounting for Pensions”), if the accrued benefit obligation, without salary projections, exceeds
the fair value of the assets of a pension plan, a liability (minimum pension liability] equivalent to the difference must be recorded in the
consolidated balance sheet. Recognition of an additional liability is required where the accrued benefit obligation, without salary projections,
exceeds the fair value of the pension plan assets, and a net accrued benefit asset is recognized in the consolidated balance sheet. If an
additional liability is recognized, an equal amount is recognized as an intangible asset, up to the amount of unamortized prior service
cost, with any excess recorded, net of income taxes, under "Other comprehensive income.”

Goodwilt

In 1999, the value of the shares issued by the Bank as part of the acquisition of First Marathon was based on the market price of the
shares over a reasonable period of time before and after the acquisition date, as required by Canadian GAAP in effect before July 1, 2001.
Under U.S. GAAP, the value of these shares would have been based on their market price over a reasanable period of time before and
after the date the terms of the acquisition were agreed to and announced. Had the Bank followed U.S. GAAP, goodwill and common shares
would have increased.
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Statistical Review

As at October 31
2004 2003 2002 2001 2000 1999 1998 1997 19968 1995

Balance sheet data
{miltions of dollars/
Cash resources } $ 5777 $ 7047 $ 6864 $ 5832 $ 5655 $ 3561 $ 4852 $ 4476 B 3528 $ 5,174
Securities 28,007 26,179 20,118 17,872 16,835 16,932 15,439188 10,010 B.414 7.285
Securities purchased under reverse

repurchase agreements 4,696 3,955 2,366 4,041 5,397 3,480 4,947 9.155 2,697 654
Loans . 41,498 38,381 38446 40,351 41,342 40411 40,5608 38,104 35238 33,141
Customers’ liability under acceptances 3,076 3,334 2,988 3,593 3,640 2,962 2,658 2273 1,725 1,293
Premises and equipment

and other assets 5,953 6,035 5.249 4,277 2,958 2,455 2,207 2,217 1,532 1,366
Total assets } $ 88,807 $ 84931 $76031 $75966 $75827 $69.801 $ 70,663 $66,235 $53.134 $48913
Deposits $ 53,432 $51463 $51,690 $51436 $50473 $49,.984 $48026 $43270 $40,125 $ 40,424
Other liabitities 29,743 27,855 18,848 18,767 20,165 15,481 18,976 19,136 9,494 4,895
Long-term debt

Floating-capital notés - - - - - - - - - 106
Subordinated debentures 1,408 1,516 1,592 1,647 1,361 1,035 966 1,069 1,016 1177
Capital stock

Preferred 375 375 300 492 492 317 317 376 376 376

Common i 1,545 1,583 1,639 1,668 1,653 1,641 1,327 1,309 1,268 1,234
Contributed surplus 7 2 - - - - - - - -
Unrealized foreign currency

translation adjustments [10) 13 17 19 1 7 (18} {2) {13} 11
Retained earnings 2,287 2131 1,945 1,937 1,672 1,336 1,067 1,077 868 712
Total liabilities and shareholders equity ~ $ 88,807 § 84,931 $76,031 $75966 $75827 $69.801 $70,663 $66235 $53134 $ 48913
Average assets $ 78672 $ 71810 $69.292 $69197 $69840 $65784 $65873 $55685 $49,239 $47.582
Average capital funds() 5,238 5216 5.249 5,020 4,660 3,512 3.886 3,744 3,511 3,620
Income statement data
{miilions of doltars)
Net interest income $ 1383 ¢ 1324 $ 1444 $ 1,338 $ 1,190 $ 1,187 $ 1209 $ 1235 $ 1136 $ 1170
Other income X 2,166 2,038 1,584 1,789 1,878 1,232 1,108 1,030 970 712
Total revenues $ 3549 $ 3362 $ 3028 $ 3,127 $ 3088 $ 2419 $ 2317 $ 2,265 $ 2,106 $ 1,882
Provision for credit losses 86 177 490 205 184 170 147 280 235 255
Operating expenses 2,392 2,257 2,040 1,989 2,120 1,615 1,535 1,451 1,402 1,219
Income taxes 318 277 150 278 239 213 239 209 130 146
Non-controlling interest 28 27 30 28 26 32 31 16 10 7
Income before discontinued operations
and goodwill charges 725 624 318 627 499 389 365 309 329 255
Discontinued operations - - " (45} 29 36 24 42 - -
Goodwill charges - - - 19 19 8 73 9 1 10
Net income $ 725 $ 624 $ 429 $ 563 $ 509 $ 417 $ 316 $ 342 § 18§ 245
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Statistical Review

As at October 31
2004 2003 2002 2001 2000 1999 1997 1996

~O
{o5)
~O
{&2]

Share data
Number of common shares [thousands] 167,430 174,620 182,596 190,331 189,474 188,729 171,616 170,461 147,151 163,963
Number of common shareholders

of record 26,961 27865 28549 29,766 30,795 32,048 32,902 34,433 36,549 39,083
Earnings per basic share before '

goodwilt charges $ 410 $ 337 $ 218 $ 288 $ 245 $ 228 $ 212 $ 192 $ 182 $ 1.32
Net earnings per basic share $ 410 $ 337 $ 218 $ 278 % 254 $ 224 $ 169 $ 18 $ 176 $ 1.26
Dividend per share $ 142 $ 108 $ 093 $ 082 $ 075 $ 070 $ 066 $0575 $ 049 $ 040
Stock trading range

High $ 4878 $ 4119 $3493 $31.00 $2525 $2620 $31.25 $ 2030 $ 1390 % 11.88

Low $ 4017 $ 2995 $2470 $23.00 $ 1640 $17.15 $2010 $ 1320 $ 1038 $ 843

Close $ 4878 $ 4091 $29.39 $2425 $ 2495 $1790 $23.05 $ 2015 $ 13.00 $ 11.00
Book value . $ 2287 $ 2132 $1972 $19.04 $ 1760 $15817 $138 $ 1399 $ 1270 $ 11.88
Dividends on preferred shares
Series 5 - - - - - - 3.9531 3.3670  4.8235  5.9462
Series 7 - - - - - - 1.0306  0.8777 1.2576  1.5503
Series 8 - - - - - - 09883  0.8417 1.205% 1.4865
Series 10 ) - - - 21875 21875 21875 21875 21875  2.1875  2.1875
Series 11 - - 05000 2.0000 2.0000 2.0000 2.0000 2.0000 2.0000  2.0000
Series 12 - 08125 1.6250 1.6250 1.6250  1.6250 1.6250  1.6250 1.6250 1.6250
Series 13 1.6000 1.6000  1.6000 1.6000  0.5447 - - - - -
Series 15 1.4625 1.1480 - - - ~ - - - -
Financial ratios
Return on common shareholders’

equity before goodwill charges 18.8% 16.5% 11.3% 16.0% 16.0 % 15.5 % 16.6% 14.5% 15.1% 1.5%
Return on average assets 0.92% 087% 062% 080% 073% - 062% 051% 0.62% 0646% 051%
Return on average capital funds 13.8% 1.9% 9.5% 125% 124% 13.2% 93% 105 % 10.6 % 8.3 %
Capital ratios ~ BIS

Tier 1 9.6% 9.6% 9.6% 9.6 % 8.7% 7.7% 7.7% 8.1% 69% 6.8 %

Total “ 13.0% 13.4% 13.6% 13.1% 11.4 % 11.0 %4 10.7 % 11.3% 10.2%12 10.4 %

Other information
Impaired loans {miltions of dollars/ $ 160 $ 251 $ 246 $ 591 $ 546 $ 543 $ 547 $ 497 § 506 $ 6M
Number of Bank employeesi3)

In Canada 11,074 11,328 11,287 11,676 11,050 11,744 11,641 11,245 11,022 10,249
Outside Canada 128 132 155 351 407 431 400 406 380 3N
National Bank Financiat 2,920 2,868 3,147 2,294 2,419 2,489 1,895 1,676 1,425 1,578
Branches in Canada 462 477 507 525 586 649 b4b 641 632 629
Banking machines 770 817 826 834 802 761 744 738 712 624

{1} Average capital funds include common shareholders’ equity, redeemable preferred shares and subordinated debentures.

{2] Taking into account the issuance of $150 million of subordinated debentures on November 1, 1996.

i3} The number of employees is provided on a full-time equivalent basis. This basis was changed in 1996.

{4] Taking into account the issuance of US $250 million of subordinated debentures on November 2, 1999,

{5] These securities figures were restated to inctude mortgage-backed securities held by the Bank. Figures prior to fiscal 1998 have not been restated.

{&] Figures prior to fiscal 1996 have not been restated to reflect the fact that gains and losses on securities previously recorded under “Interest income” were
rectassified to "Other income,” as they could not be oblained through reasonable effort.

{7} Figures prior to fiscal 1997 have not been restated to reflect the impact of activities discontinued in 2001.
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Principal Subsidiaries

Voting and
Principal participating Investment at cost(2
Name office address!!) shares {miltions of doltars]
National Bank Acquisition Holding Inc. Montreal, Canada 100% 649
National Bank Grpup Inc. Montreal, Canada 100% 720
National Bank Financiat & Co. Inc. Montreal, Canada 100% 1,149
Natcan Insurance Company Limited Bridgetown, Barbados 100% 77
Natcan Trust Company Montreal, Canada 100% 137
National Bank Trust Inc. Montreal, Canada 100% 240
National Bank Life Insurance Company Montreal, Canada 100% Al
National Bank Insurance Firm Inc.(3! Montreal, Canada 100% -
CABN Investments Inc.l4 Montreal, Canada 100% 1
National Bank Securities Inc. Montreal, Canada 100% 140
Natcan Investment Management Inc. Montreal, Canada 69.1% 7
Natcan Acquisition Holdings Inc. Montreal, Canada 100% 273
National Bank Discount Brokerage Inc. Montreal, Canada 100% 48
Altamira Investment Services Inc. Toronto, Canada 100% 203
innocap Investment:Management Inc. Montreal, Canada 100% 14
3562719 Canada Inc. Montreal, Canada 100% 3
3535916 Canada Inc. Montreal, Canada 100% -
National Bank Realty Inc. Montreal, Canada 100% 16
FMI Acquisition Holding Inc. Montreal, Canada 100% 92
NBC Financial (U.K.] Ltd. London, United Kingdom 100% 82
1261095 Ontario Inc. Toronto, Canada 100% 58
Assurances générales Banque Nationale (Gestion) Inc. ' Montreal, Canada 100% 10
National Bank General Insurance Inc. Montreal, Canada 90% -
4166540 Canada Inc. Calgary, Canada 100% 684
NB Invest Trust Montreal, Canada 100% 685
Natcan Holdings International Limited Nassau, Bahamas 100% 493
National Bank of Canada [International) Limited Nassau, Bahamas 100% 193
National Bank of Canada (Global) Limited St. Michael, Barbados 100% 376
NB Capital Corporation New York, United States 100% 200
NB Finance Ltd. Hamilton, Bermuda 100% 562
National Canada Finance LLC New York, United States 100% 758
NatBC Holding Corporation Florida, United States 100% 18
Natbank, National Association Florida, United States 100% -
NBC Global Risk Management Inc. Houston, United States 100%
NBC Trade Finance Limited Hong Kong, China 100% -

(1] All the subsidiaries are incorporated under the laws of the state or country in which their principat office is located, except for NB Capital Corporation,
which is incorporatéd under the laws of the State of Maryland, USA, and National Canada Finance LLC and NatBC Holding Carparation, both of which are

incorporated under the laws of the State of Delaware, USA.

(2] The investiment al cost is the carrying value stated on the equily basis of accounting as at October 31, 2004.

(3] Formerty Services Financiers Banque Nationate Inc.

{4} Formerly National Bank Financiat Services {investments} Inc.

Principal Investments in Companies Subject to Significant Influence

Voting and

participating shares

investment at
carrying value

Alter Moneta Trust -
Maple Financial Group Inc.

Montreat, Canada
Toronto, Canada

34.9%
24.8%

33
85




